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THE  SMALL  BUSINESS  OWNER'S  PERSPEC- 
TIVE ON  THE  SMALL  BUSINESS  ADMINIS- 
TRATION 


THURSDAY,  FEBRUARY  16,  1995 

United  States  Senate, 
Committee  on  Small  Business, 

Washington,  DC. 
The  committee  met,  pursuant  to  notice,  at  2:08  p.m.,  in  Room 
SR-428A,   Russell    Senate    Office   Building,    Hon.    Christopher   S. 
Bond,  Chairman  of  the  Committee,  presiding. 
Present:  Senators  Bond,  Warner,  Frist,  Bumpers  and  Wellstone. 

OPENING  STATEMENT  OF  THE  HONORABLE  CHRISTOPHER  S. 
BOND,  CHAIRMAN,  COMMITTEE  ON  SMALL  BUSINESS,  AND  A 
UNITED  STATES  SENATOR  FROM  MISSOURI 

Chairman  Bond.  The  United  States  Senate  Committee  on  Small 
Business  will  convene.  Good  afternoon  and  thank  you  very  much 
for  attending  today's  hearing  of  this  Committee.  Our  witnesses  are 
small  business  owners  and  representatives  of  small  business  orga- 
nizations who  have  agreed  to  testify  on  the  effectiveness  of  small 
business  programs  offered  by  the  Federal  Government. 

Small  businesses,  as  we  all  know,  form  the  backbone  of  our  Na- 
tion's economy.  Fifty-four  percent  of  America's  force  is  employed  by 
small  business,  which  generate  50  percent  of  the  gross  domestic 
product.  Over  the  past  decade,  for  every  person  laid  off  by  large 
U.S.  corporations,  five  new  jobs  were  created  by  small  businesses. 
During  the  period  of  corporate  restructuring  and  significant  change 
in  our  business  community,  many  small  businesses  have  flourished. 
Their  success  has  added  significantly  to  our  tax  revenue  base. 

As  Chairman  of  the  Committee,  I  firmly  believe  we  cannot  turn 
our  backs  on  this  ever-growing  segment  of  our  economy.  Our  Gov- 
ernment has  an  obligation  to  promote  entrepreneurship  and  grow- 
ing businesses  in  this  country.  This  past  November,  voters  made  it 
clear  that  they  don't  want  to  see  useless  Government  spending  and 
they  are  fed  up  with  waste.  They  want  spending  cut  and  they  want 
Government  to  do  a  better  job  delivering  worthwhile  programs. 

For  the  past  four  decades,  the  Small  Business  Administration 
has  been  the  advocate  and  sister  of  our  Nation's  entrepreneurs.  In 
spite  of  its  past  successes,  it  is  critical  that  we  scrutinize  each  and 
every  SBA  program  to  weed  out  what  does  not  work  and  to  identify 
what  is  worth  keeping  and  improving.  Most  importantly,  we  must 
push  ourselves  to  move  beyond  the  status  quo  to  respond  to  the 
needs  of  emerging  and  growing  businesses. 

(1) 


For  these  reasons,  I  am  looking  forward  to  today's  witnesses  who 
have  successfully  started  small  businesses  from  scratch.  Some  have 
benefited  from  SB  A  programs;  others  have  not.  I  suspect  all  have 
experienced  the  heavy  burdens  placed  on  them  by  excessive  Gov- 
ernment regulations. 

I  will  now  turn  to  my  ranking  member  and  the  other  members 
who  are  here  for  such  comments  as  they  may  have  before  we  intro- 
duce the  first  panel.  Senator  Bumpers. 

Senator  BUMPERS.  Mr.  Chairman,  with  the  committee's  agree- 
ment, I  will  just  submit  an  opening  statement  for  the  record,  but 
I  just  want  to  compliment  you  on  the  tenor  of  this  hearing.  I  am 
sorry  that  I  did  not  do  this  more  often  when  I  was  Chairman.  I 
think  it  serves  a  very  healthy  purpose,  and  at  the  time  when  there 
is  some  doubt  about  the  existence  of  the  Small  Business  Adminis- 
tration and  this  committee,  I  think  this  is  altogether  appropriate 
and  I  want  to  thank  you  for  arranging  it.  I  think  it  is  going  to  be 
instructive  to  the  committee. 

[The  prepared  statement  of  Senator  Bumpers  follows:] 
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The  Chairman  is  to  be  commended  for  scheduling  today's  hearing  as  a  follow-up  to  last 
week's  very  impressive  presentation  by  Administrator  Phil  Lader.  Today  we  will  hear  the  views 
and  experiences  of  small  business  owners  concerning  the  Small  Business  Administration  and  its 
programs.  They  are,  of  course,  the  best  authorities  as  to  the  effectiveness  of  SBA's  programs. 

I  hope  that  the  witnesses  will  direct  their  comments  to  their  specific  experiences  with 
SBA,  whether  good  or  bad.  People's  impressions  about  SBA  which  have  been  formed  around 
the  coffee  shop  or  the  barber  shop  and  which  may  be  many  years  old  are  not  particularly  helpful 
to  the  Committee. 

There  is  certainly  a  mindset  abroad  in  this  Congress  that  we  should  cut  all  federal 
programs  --  except  of  course  for  the  ones  we're  afraid  to  cut,  like  defense  or  social  security  - 
regardless  of  the  merits  of  those  programs.  This  mindset  is  both  dangerous  and  selfish.  A 
disturbing  number  of  people  are  eager  to  cut  anything  which  does  not  directly  benefit  them 
individually. 

Ten  years  ago,  this  Committee  under  the  leadership  of  Senator  Weicker  faced  down  a 
determined  and  mean-spirited  group  of  people  in  the  White  House  and  0MB  who  called  SBA  a 
"billion  dollar  rathole."  Some  people  no  doubt  still  hold  that  view.  It  is  not  my  view,  and  it  is 
not  supported  by  the  evidence. 

I  am  eager  to  hear  the  testimony  of  today's  witnesses,  and  I  want  to  thank  each  of  them 
for  taking  time  to  be  here  today. 


Chairman  BOND.  Thank  you  very  much,  Senator  Bumpers.  I 
think  we  probably  have  an  even  greater  urgency  of  looking  at  the 
mission  of  the  Small  Business  Administration  now,  and  I  very 
much  appreciate  your  guidance  and  leadership  as  we  have  begun 
these  series  of  hearings. 

I  will  turn  next  to  my  distinguished  colleague  to  my  right,  the 
Senator  from  Virginia,  Senator  Warner. 

OPENING  STATEMENT  OF  THE  HONORABLE  JOHN  WARNER,  A 
UNITED  STATES  SENATOR  FROM  VIRGINIA 

Senator  WARNER.  Thank  you  very  much,  Mr.  Chairman.  May  I 
say  I  was  very  deeply  moved  by  the  comments  of  the  distinguished 
ranking  member.  I  have  always  admired  his  leadership  here  in  the 
Senate,  and  I  feel  that  the  subject  of  this  hearing  is  commendable. 
I  am  also  pleased,  Mr.  Chairman,  to  see  that  on  our  first  panel 
there  are  two  individuals  from  the  Commonwealth  of  Virginia: 
James  B.  Graham,  the  founder  of  FaxLand  Corporation  in  Falls 
Church,  and  Giovanni  Coratolo,  owner  of  Port  of  Italy,  Virginia. 

I  thank  the  indulgence  of  the  Chair  and  colleagues  here  and  oth- 
ers that  I  could  have  a  picture  taken  with  the  Giaimo  family.  I 
know  the  gentleman  who  is  going  to  testify — all  of  us  who  have  en- 
joyed the  products  of  the  American  Cafe  owe  a  debt  of  gratitude  to 
him.  And  we  are  delighted  that  his  wife  and  lovely  daughter  could 
visit  with  us  today.  I  thank  the  Chair. 

Chairman  Bond.  I  thank  my  good  friend  from  Virginia  for  saving 
me  the  problem  of  introducing  the  panel.  Now  we  turn  to  the  Sen- 
ator from  Tennessee,  Senator  Frist. 

Senator  Frist.  Thank  you,  Mr.  Chairman.  I  also  would  like  to 
submit  some  opening  remarks  to  the  record,  but  I  want  to  com- 
mend you  for  inviting  our  witnesses  here  today.  I  welcome  you  and 
look  forward  to  hearing  your  testimony  about  what  is  critical  to 
small  business,  and  what  is  the  entrepreneurial  spirit  and  entre- 
preneurial relationship  and  how  Federal  Government  can  interact 
with  you  to  encourage  that  and  promote  that  for  the  next  few 
years. 

[The  prepared  statement  of  Senator  Frist  follows:] 
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Thank  you,  Mr.  Chairman.  I  commend  you  for  inviting  small  business  owners  to  testify 
before  the  Committee  today,  and  I  want  to  thank  the  witnesses  for  sharing  their  experiences  and 
ideas  with  us.  As  we  seek  to  foster  a  healthier  climate  for  entrepreneurship  in  this  country,  I 
look  forward  to  hearing  from  individual  small  business  owners  on  a  regular  basis. 

We  all  recognize  that  small  businesses  are  the  heart  of  innovation  and  job  creation  in 
America.  As  a  heart  transplant  surgeon,  I  am  grateful  for  the  innovative  ideas  of  entrepreneurs 
that  produced  medical  technology  such  as  the  pacemaker,  the  heart  valve,  and  fiber  optic 

examination  equipment.  While  these  innovations  were  revolutionizing  medicine  and  saving 

patients'  lives,  they  were  also  creating  jobs  as  the  markets  for  these  products  grew.  1  believe  the 
Federal  Government  has  a  responsibility  to  promote  a  healthier  business  environment. 

Today  we  will  hear  about  the  status  of  entrepreneurship  in  America  from  those  on  the 
front  lines.  We  will  hear  how  they  started  their  businesses,  how  they  keep  them  running,  how 
they  are  expanding,  what  obstacles  they  confront  in  the  process,  and  how  they  feel  as  customers 
of  the  Small  Business  Administration  (SBA).  I  know  my  colleagues  will  be  asking  themselves 
many  fundamental  questions  about  the  role  of  the  Federal  Government  in  promoting 
entrepreneurship.  But  as  we  listen  to  their  experiences,  I  hope  we  will  also  keep  in  mind  the 
almost  limitless  potential  of  small  business  to  grow  our  economy  and  even  save  a  human  life. 


Chairman  BOND.  Thank  you  very  much,  Senator.  Now  we  will 
turn  to  the  first  panel,  as  has  already  been  indicated.  Bob  Giaimo, 
founder  and  president,  chief  executive  officer.  Silver  Diner  Develop- 
ment, Inc.  of  Rockville,  Maryland;  James  Graham,  founder  of 
axLand  Corporation  of  Falls  Church,  Virginia;  and  Giovanni 
Coratolo,  the  owner  of  Port  of  Italy  of  Springfield,  Virginia.  Let  us 
turn  to  Mr.  Giaimo  first. 

STATEMENT  OF  BOB  GIAIMO,  FOUNDER,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  SILVER  DINER  DEVELOPMENT, 
INC.,  ROCKVILLE,  MARYLAND 

Mr.  Giaimo.  Thank  you,  Senator  Bond,  Senator  Bumpers,  Sen- 
ator Warner,  Senator  Frist.  First,  I  might  say  it  is  a  great  honor 
to  be  here  to  talk  about  small  business.  Small  business  has  been 
my  life.  I  started  my  first  business  at  18  and  I  am  still  at  it  and 
it  is  a  struggle,  but  it  has  been  a  great  experience  and  a  wonderful 
voyage.  I  could  say  that  my  voyage  would  not  have  been  as  success- 
ful and  I  probably  would  not  be  here  today  without  the  help  of  the 
Government,  specifically  in  the  form  of  the  SBA.  So  the  opportunity 
to  testify  today  to  give  back  some  of  what  I  have  been  given  is 
great.  Thank  you  for  inviting  me  here. 

In  giving  an  overview,  the  SBA  has  been  a  key  element  to  the 
success  in  building  three  small  businesses  into  significant  compa- 
nies. I  have  had  three  SBA-assisted  loans,  my  first  when  I  was  18, 
for  Blimpie's.  The  second  helped  launch  American  Cafe,  which  was 
ultimately  sold  to  a  Fortune  10  company.  My  third  and  current  504 
loan  is  for  a  business.  Silver  Diner,  which  we  hope  to  build  into  a 
national  and  public  company.  Although  requiring  no  net  expendi- 
tures on  the  part  of  the  Government,  the  result  of  SBA  support 
throughout  my  business  career  has  been  the  creation  of  over  5,000 
jobs,  as  well  as  the  payment  of  about  $10  million  in  payroll  taxes. 
The  SBA  has  helped  me  to  launch  what  is  a  flourishing  business. 

My  first  venture  was  the  opening  of  the  Blimpie's  franchise  when 
I  was  a  freshman  at  Georgetown.  I  was,  to  my  knowledge,  the 
youngest  person  to  incorporate  a  company  in  the  District  of  Colum- 
bia. I  was  18  at  the  time  and  was  not  clear  whether  that  was  legal 
or  not  and  this  had  the  bankers  pretty  shaky,  as  you  could  imag- 
ine. SBA  was  a  key,  at  that  time,  in  providing  the  credibility  and 
the  learning  curve,  as  well  as  the  guarantee  to  allow  us  to  be  suc- 
cessful. We  did  Blimpie's  when  I  was  in  college  as  a  freshman  dur- 
ing a  time  that  there  was  a  lot  of  tearing  down  in  our  country,  par- 
ticularly in  Georgetown.  It  was  great  to  be  a  young  person  and  be 
able  to  be  in  business  and  have  an  opportunity  to  build  something 
up. 

In  1974,  I  again  received  assistance  from  SBA  with  the  opening 
of  the  American  Cafe  after  I  completed  my  senior  year  at  George- 
town. Despite  having  had  a  successful  track  record  with  Blimpie's, 
starting  a  small  business  and  getting  capital  is  a  very,  very  dif- 
ficult thing.  In  essence,  a  bank  wants  kinds  of  collateral  that  you 
really  do  not  have  when  you  are  a  startup.  When  you  are  a  startup 
you  have  a  dream,  you  have  a  vision.  You  have  a  belief  in  what 
you  can  do;  but  you  do  not  have  a  million  dollars  in  the  bank  and 
you  do  not  have  the  type  of  collateral  that  a  bank  needs  to  make 
a  loan.  So  SBA  was  a  key. 


And  our  second,  American  Cafe,  was  on  the  Hill  and  I  hope  there 
are  some  customers  here  today.  Banks  were  simply  not  an  option 
for  a  guy  with  a  dream  and  a  startup  company.  I  know  there  is  a 
lot  of  talk  about  the  bureaucratic  side  of  things  and  a  lot  of  people 
at  the  time  said  to  me,  "Why  SBA?"  There  is  all  of  this  paperwork 
to  fill  out  and  it  discourages  some  people.  But  I  will  tell  you  that 
the  paperwork  required  me  to  learn  how  to  write  a  business  plan. 
I  did  not,  when  I  walked  in,  say,  "Yes,  I  want  to  do  this."  I  just 
wanted  to  get  the  loan  but  the  SBA  application  process  taught  me 
a  discipline  of  marketing,  finance  and  certain  basic  elements  of  ac- 
counting that  were  essential  in  putting  together  an  approvable  loan 
package. 

I  worked  with  Mr.  Dowd,  who  was  a  loan  officer  at  the  time,  and 
I  know  he  is  fairly  senior  in  SBA  today.  This  is  20  years  ago  when 
I  was  18  or  19,  and  he  had  the  time,  the  patience  and  the  belief 
in  someone  young  to  give  that  kind  of  assistance.  Writing  that  first 
business  plan  was  a  big  help  to  my  subsequent  career,  because  we 
have  been  able  to  bring  in  venture  capital  and  other  funding  as  a 
result  of  learning  that  skill  early. 

As  you  imagine  at  that  age,  I  did  not  have  a  great  deal  of  busi- 
ness experience,  but  I  had  a  vision  for  a  concept  that  I  thought 
would  be  successful.  And  over  the  course  of  10  years,  the  American 
Cafe  grew  from  a  startup  company  employing  just  a  few  to  a  thou- 
sand people  with  $20  million  in  sales,  $6  million  in  payroll,  and 
$1.5  million  in  payroll  taxes.  So  that  small  loan  multiplied,  that 
7(a)  program  loan,  that  I  got  on  two  occasions. 

And  also  thanks  to  Congress  and  people  on  the  Hill,  Peter  Grace 
who  testified  here  often  and  worked  on  the  Grace  Commission,  ate 
at  the  American  Cafe  very  often,  thereby  "discovering"  us,  and  he 
is  whom  I  eventually  sold  the  American  Cafe  to.  With  that  sale, 
like  a  lot  of  small  business  people,  I  thought  my  capital-raising 
days  were  over.  But  my  destiny  was  that  I  was  to  be  part  of  a 
small  business  again,  because  I  stayed  with  Grace  for  a  short  pe- 
riod of  time,  went  away  to  an  island,  came  back  and  was  at  it 
again. 

My  latest  venture  is  the  Silver  Diner,  bringing  back  old-time  din- 
ers as  affordable  family  restaurants,  a  concept  ignored  by  a  lot  of 
the  major  chains.  We  opened  our  first  one  in  Rockville  in  1989;  in 
Laurel  in  1990;  and  perhaps  I  thought  my  SBA  days  were  behind 
me.  But  then  in  1991,  we  literally  hit  the  wall,  along  with  a  lot  of 
small  businesses  throughout  America.  We  hit  the  wall  because 
banks  were,  for  all  intents  and  purposes,  shut  down  for  small  busi- 
nesses due  to  an  unfavorable  regulatory  climate  due  to  savings  and 
loans  scandals  and  so  on.  There  was  no  one  out  there  to  lend  any- 
thing to  a  small  business,  to  which  I  am  sure  the  other  gentleman 
on  the  panel  will  testify. 

After  I  had  tried  dozens  of  lending  sources,  I  ultimately  con- 
tacted Kathleen  Strawhacker,  who  heads  up  the  local  504  program 
for  Virginia  Assets  and  she  told  me  about  their  program  and  their 
capability  of  assisting  a  business  like  mine,  provided  that  we  gen- 
erated jobs  and  did  other  things.  Kathleen  believed  in  our  vision 
and  exhaustively  worked  with  over  100  institutions  to  find  a  suit- 
able bank.  Even  with  SBA,  it  was  a  challenge  then.  The  closest 
bank  we  were  able  to  find  was  Zions  Bank  in  Utah  to  do  the  per- 
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manent  lending.  And  we  thought  we  had  had  it  made  when  we  fi- 
nally got  that  done,  which  was  a  four-  or  five-month  exercise. 

What  we  found  was  that  even  with  a  permanent  take-out,  con- 
struction lending  here  in  Washington  was  nonexistent.  We  needed 
Citibank  to  guarantee  Zions  Bank,  and  then  we  needed  a  consor- 
tium of  five  small  banks  to  make  a  $2  million  Organizational  Chart 
loan,  because  people  were  afraid  to  put  their  neck  out.  Kathleen 
Strawhacker  and  Virginia  Assets  Financing  were  key  to  that  proc- 
ess. Their  relationship,  their  knowledge  of  small  business,  their 
having  financed  many  small  businesses  and  guiding  them  through 
the  process  was  key.  Despite  my  track  record,  despite  my  former 
success,  this  was  still  a  startup  venture.  And  we  did  not  have  the 
kind  of  capitalization  necessary. 

So  after  working  weekends,  seven  days  per  week  and  holidays — 
and  I  know  I  was  on  the  phone  with  Kathleen  on  Christmas  Eve 
and  the  day  after  Christmas  and  New  Year's  Eve — we  finally  got 
it  done.  And  with  the  help  of  her  $750,000  loan,  Potomac  Mills'  Sil- 
ver Diner  was  built  which  allowed  us  breakthrough  at  a  critical 
point.  So  I  had  a  very  good  experience.  Subsequently,  I  was  named 
Entrepreneur  of  the  Year  in  1993  for  "growth  in  the  face  of  adver- 
sity." I  must  say  that  part  of  the  ability  to  grow  in  the  face  of  ad- 
versity was  the  SBA  and  their  ability  to  be  there  with  that  type 
of  program. 

Subsequent  to  all  this,  we  have  raised  $5  million  in  equity  cap- 
ital from  leading  financial  institutions.  But  all  of  this  was  built  on 
the  foundation  of  the  previous  store.  It  may  seem  today  that  the 
Silver  Diner  would  inevitably  be  successful  or  whatever,  but  it  is 
not  that  way  when  you  are  battling  to  begin  and  you  have  nowhere 
to  go,  and  without  capital  your  business  could  come  to  a  halt.  The 
SBA  and  their  program  was  a  door  that  allowed  me  to  pass 
through  to  the  next  stage. 

For  us,  the  next  stage  is  a  regional  and  national  expansion  with 
the  aspiration  to  be  a  public  company  and  put  diners  on  Main 
Streets  and  throughout  America.  Last  year,  we  employed  350  peo- 
ple and  we  paid  $5  million  in  payroll  and  $1  million  in  payroll 
taxes.  I  can  honestly  say  that  without  SBA,  I  would  not  be  where 
I  am  today  with  the  privilege  of  heading  up  a  successful  small  busi- 
ness. Besides  offering  employment  opportunities,  this  business  has 
spawned  a  number  of  businesses  from  the  many  people  who  have 
used  our  company  as  an  "apprenticeship"  for  starting  their  own 
business.  I  love  entrepreneurship  and  I  love  the  ability  to  share 
what  we  have  learned. 

I  believe  small  business  is  the  engine  of  entrepreneurship,  job 
creation,  business  growth  and  new  ideas  in  America,  as  you  said. 
Senator  Bond,  in  your  opening  statement  which  I  think  captured 
it  really  well.  SBA  allows  people  with  dreams,  often  unproven  ones, 
to  translate  those  dreams  into  realities  which  positively  afiect  other 
people's  lives. 

In  summation,  I  think  the  key  point  to  be  emphasized  is  that  the 
money  for  the  SBA  loans  came  from  private  lenders,  not  Govern- 
ment funds,  but  the  loans  would  never  have  been  made  without  the 
critical  SBA  guarantees.  In  fact,  the  $5,000  nominal  cost  to  the 
Government  of  our  most  recent  504  loan — which  I  researched  after 


being  called  to  testify  here — was  more  than  made  up  in  the  direct 
fees  we  paid  in  that  loan. 

Therefore,  while  I  recognize  this  is  a  time  to  cut  wasteful  Gov- 
ernment spending  and  I  am  very  much  supportive  of  that  as  I 
know  the  committee  is,  I  think  the  SBA  loans,  are  not  Government 
handouts.  They  are  the  best  example  of  public  and  private  partner- 
ship whereby  private  capital  gets  multiplied  as  a  result  of  Govern- 
ment incentives.  The  SBA  programs  have  contributed  to  the  econ- 
omy and  the  tax  base  a  vast  multiple  of  what  it  has  cost  the  Gov- 
ernment. It  has  allowed  the  dreams  of  people  like  myself  and  my 
team  to  come  true. 

[The  prepared  statement  of  Mr.  Giaimo  follows:] 
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Senate  Testimony 

Bob  Giaimo 

Founder,  President  and  Chief  Executive  Officer 

Silver  Diner  Development,  Inc. 

February,  1995 

The  SBA  has  been  a  key  element  to  my  success  in  building  three  small  businesses  into 
significant  companies.   Throughout  my  business  career,  I  have  been  the  recipient  of  three 
SBA  assisted  loans.    The  first  one  was  when  I  was  18  years  old,  the  second  helped  launch  a 
business  which  was  ultimately  sold  to  a  Fortune  10  company  and  the  third  and  current  504 
loan  is  for  a  business  which  we  hope  to  build  into  a  national,  public  company.    Although 
there  were  no  net  expenditures  on  the  part  of  the  government,  the  result  of  SBA's  support 
throughout  my  business  career  has  been  the  creation  of  over  5,000  jobs  as  well  as  the 
payment  of  over  $10,000,000  in  payroll  taxes. 

•  My  first  venture  was  the  opening  of  a  Blimpie's  franchise  while  I  was  a 
freshman  at  Georgetown  University.    I  was,  to  my  knowledge,  the  youngest 
person  to  incorporate  a  company  in  the  District  of  Columbia;  in  fact,  since  I 
was  younger  than  2 1 ,  none  of  the  lawyers  were  sure  there  was  a  precedent  and 
this  certainly  made  the  banks  nervous.    The  SBA's  7A  Loan  Guarantee  was 
critical  to  the  start-up  of  my  first  business  venture. 

•  Blimpie's  was  a  four  year  stint  which  began  during  my  freshman  year  in 
college  and  concluded  during  my  senior  year.    Over  these  four  years, 
our  Georgetown  Blimpie's  became  the  number  one  store  in  the  Blimpie's 
chain,  cumulatively  employing  over  300  people  with  gross  sales  exceeding 
$500,000  annually. 

•  In  1974,  I,  again,  received  assistance  from  SBA  with  the  opening  of  the  first 
American  Cafe  as  I  completed  my  senior  year  at  Georgetown. 

•  American  Cafe  literally  altered  America's  dining  with  the  first  introduction 
of  American  cuisine,  including  croissant  sandwiches,  as  well  as  the 
introduction  of  the  first  American  gourmet  carry-out.   Both  concepts  were 
extremely  successful,  especially  on  Capitol  Hill. 
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The  American  Cafe's  SBA  7A  loan  guarantee  was  a  key  factor  to  American 
Cafe's  inception.  Banks  were  simply  not  an  option  for  a  guy  with  a  dream 
and  a  start-up  company. 

One  advantage  of  working  with  the  SBA  is  that  they  taught  me  how  to 
generate  detailed  Business  Plans  —  a  skill  which  allowed  me  to  raise 
several  millions  of  dollars  of  capital  for  my  companies  over  the  years. 

They  provided  me  with  all  necessary  literature,  and  at  21  years  old,  the 
opportunity  to  continue  the  pursuit  of  my  American  dream.    As  you  can 
imagine,  at  that  age,  I  did  not  have  a  great  deal  of  business  experience 
but  I  had  a  vision  for  a  concept  that  I  knew  would  be  successful.    The  SBA 
taught  me  the  "business  side"  of  success. 

As  a  result  of  my  involvement  in  the  SBA  program,  I  was  able  to  recruit  many 
investors,  including  a  venture  capital  firm  based  in  New  York  which  were 
very  impressed  with  the  due  diligence  which  the  SBA  had  taught  me  to  include 
in  my  Business  Plan. 

Two  years  later,  in  1976,  I  sought  to  expand  the  American  Cafe  concept  as 
well  as  building  a  central  kitchen  located  in  Washington  D.C.  which  would 
allow  for  expansion  of  additional  units.    SBA's  7A  loan  guarantee,  which  at 
this  stage  totaled  $1M,  was  once  again  critical  to  getting  us  through  this 
juncture  in  our  company's  development. 

Over  the  course  of  ten  years,  the  American  Cafe  grew  from  a  start-up  to  a 
company  employing  over  1 ,000  people  annually  and  grossing  over  $20MM  in 
annual  sales.    In  1986,  I  sold  the  company  to  W.R.  Grace.    At  the  time  of  this 
sale,  we  had  a  payroll  of  approximately  $6  Million  with  payroll  taxes, 
including  the  employees'  share,  of  approximately  $1.5M  annually. 

In  1988,  with  the  vision  of  solving  the  problem  of  where  to  eat  when  you  want 
something  fast,  that  tastes  good  and  is  good  for  you  at  a  reasonable  price,  I 
launched  the  Silver  Diner  concept,  opening  the  first  of  four  restaurants  in 
Rockville,  Maryland  in  1989  and  the  second  in  Laurel,  Maryland  in  1990. 

In  1991,  we  hit  a  wall  which  might  have  shut  down  further  expansion  since  the 
banks,  at  that  time,  were,  for  all  intents  and  purposes,  closed  in  terms 
of  small  business  loans.    After  I  had  tried  dozens  of  lending  sources,  I 
ultimately  contacted  Kathleen  Strawhacker  who  heads  up  Virginia  Asset 
Financing  and  informed  me  of  SBA's  504  program.    Kathleen  believed  in  our 
vision  and  exhaustively  sourced  close  to  100  institutions  in  order  to  find  a 
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suitable  bank  for  our  loan.  We  arrived  at  Zions  National  Bank  in  Utah  which 
turned  out  to  be  the  closest  bank  willing  to  provide  the  permanent  financing 
to  make  a  small  business  loan  in  the  banking  environment  of  the  time. 

•  The  construction  financing  for  Potomac  Mills  was  equally  difficult  and 
required  Citibank  to  guarantee  the  loan  from  Zions  National  Bank.    Even  with 
Citibank  as  the  guarantor,  we  were  not  able  to  find  a  local  bank  to  do  the 
construction  loan.    Kathleen  Strawhacker,  Bob  Pincus  (President, 

Franklin  Bank)  and  myself  had  to  get  creative  which  led  to  the  formation  of  a 
consortium  of  five  banks  in  order  to  make  a  $2M  loan.    Kathleen  and  504 
worked  six  months  through  the  weekends  and  the  Christmas  holiday  to  get  this 
loan  done  against  impossible  odds.    It  was  this  $750,000  504  loan  that  allowed 
us  to  open  our  third  unit,  Potomac  Mills,  in  1991  and  be  able  to  grow  despite 
the  hostile  environment  for  small  business  development.   Potomac  Mills  has 
been  a  great  success  and  a  breakthrough  in  our  existence  as  a  restaurant  chain. 

•  I  was  fortunate  to  be  awarded  the  1993  Entrepreneur  of  the  Year  in  the  Retail 
Category.    This  is  an  annual  event  hosted  by  Ernst  &  Young  and  the 
"Washington  Business  Journal".    Our  ability  to  grow  in  the  face  of  adversity 
for  small  businesses  was  a  key  factor  in  receiving  this  award. 

•  We  have  subsequently  added  our  fourth  diner,  in  Towson,  Maryland,  and 
successfully  raised  $5MM  in  equity  from  some  of  the  leading  financial 
institutions  in  America.    All  of  this  would  not  have  been  possible  without  the 
assistance  of  SBA  along  the  way  at  critical  junctions. 

•  The  Silver  Diner  today  has  embarked  on  a  regional  expansion  program  with 
annual  growth  per  year  of  50%.    Our  long  term  objective  is  to  become  a 
national,  publicly-held  company.    Our  vision  is  to  build  a  Silver  Diner  on 
every  Main  Street  in  America. 

•  In  1994,  the  Silver  Diner  employed  over  350  people,  paying  $4,800,000  in 
payroll  and  generating  employment  taxes  exceeding  $1,100,000.  — 

I  can  honestly  say  that  without  the  SBA,  I  would  not  be  where  I  am  today  (someone  who  has 
the  privilege  to  head  up  a  successful  business  which  is  growing  each  and  every  day). 
Besides  offering  employment  opportunities,  the  American  Cafe  and  Silver  Diner  have 
spawned  a  number  of  businesses  from  the  many  people  who  have  used  the  companies  as  an 
apprenticeship  for  starting  their  own  business.    I  believe  Small  Business  is  the  engine  of 
entrepreneurship,  job  creation,  business  growth,  and  new  ideas  in  America.    SBA  allows 
people  with  dreams,  often  unproven,  to  translate  those  dreams  into  realities  which  positively 
affect  lives  in  the  process. 
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The  key  point  to  be  emphasized  is  that  the  money  for  the  SBA  loans  came  from  private 
lenders  (not  government  funds)  but  the  loans  never  would  have  been  made  without  the 
critical  SBA  guarantees.    In  fact,  the  nominal  cost  to  the  government  of  our  most  recent  504 
loan  ($5,000)  has  more  than  made  up  in  the  direct  fees  we  paid  the  government  for  these 
loans. 

The  SBA  loans,  therefore,  are  not  government  handouts  but  the  best  example  of  a  public  and 
private  partnership  where  private  capital  gets  multiplied  as  a  result  of  government  incentives. 
The  SBA  programs  have  contributed  to  the  economy  and  tax  base  a  huge  multiple  of  what  it 
has  cost  the  government.    It  allows  the  dreams  of  people  like  myself  to  come  true. 
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Chairman  Bond.  Thank  you  very  much,  Mr.  Giaimo.  I  should 
have  said  earHer  for  the  witnesses  that  we  appreciate  very  much 
your  submitting  written  testimony.  The  testimony  that  you  have 
submitted  will  be  included  in  full  in  the  record.  We  do  have  two 
full  panels.  We  would  appreciate  your  tailoring  your  remarks  to  the 
10-minute  time  limit  and  you  will  get  the  warning  from  a  yellow 
light.  Then  the  ultimate  red  light. 

Mr.  Giaimo.  I  saw  the  lights.  I  did  not  know  the  interpretation. 
I  am  sorry. 

Senator  FRIST.  Nobody  up  here  ever  obeys  them.  I  have  been 
here  2  months  and  I  know  that. 

Chairman  Bond.  I  am  getting  a  gavel  that  has  a  sharp  end  on 
it  and  one  of  these  days,  I  am  going  to  gavel  down  one  of  my  col- 
leagues. 

Mr.  Graham. 

STATEMENT  OF  JAMES  B.  GRAHAM,  FOUNDER,  FAXLAND 
CORP.,  FALLS  CHURCH,  VIRGINL^. 

Mr.  Graham.  Thank  you.  Mr.  Chairman  and  distinguished  mem- 
bers, thank  you  very  much  for  inviting  me  here  today.  My  name 
is  James  B.  Graham  and  I  am  president  of  FaxLand  Corporation 
which  I  founded  seven  years  ago.  I  recently  sold  the  company; 
therefore,  it  is  important  for  me  to  note  that  the  views  I  present 
today  are  mine  alone  and  in  no  way  should  be  attributed  to  the 
company  or  its  new  owners. 

Frankly,  after  the  initial  testimony,  it  sounds  like  I  am  going  to 
offer  a  little  different  perspective.  My  background  includes  an  un- 
dergraduate degree  in  finance,  a  graduate  degree  in  marketing, 
and  10  years  of  employment  for  a  Fortune  1,000  company.  How- 
ever, I  am  here  this  afternoon  to  share  with  you  my  experience  in 
founding,  financing,  and  operating  a  small  business  that  has  grown 
to  $10  million  in  sales.  It  is  my  hope  that  this  real-world  input  will 
help  the  committee  shape  policies  that  will  facilitate  other  small 
businesses,  and  perhaps  remove  some  of  the  impediments  that  I 
found  along  the  way. 

I  feel  that  the  SBA  is  based  on  the  assumption  that  the  free  mar- 
ket system  is  biased  and  inefficient.  Moreover,  it  presumes  that  in- 
dividuals need  a  helping  hand  from  the  Government  in  order  to 
succeed.  I  have  had  the  good  fortune  to  meet  many  of  America's 
most  successful  entrepreneurs  through  forums  such  as  the  Inc.  500 
Annual  Conference,  and  I  can  tell  you  unequivocally  that  none  has 
ever  told  me  that  the  Federal  Government  was  of  assistance.  Quite 
the  contrary,  the  overwhelming  belief  among  this  fraternity  is  that 
their  success  is  in  spite  of  the  Federal  Government. 

Eighteen  months  after  starting  my  business,  it  became  clear  that 
the  bootstrap  financing  that  I  had  provided  was  inadequate  and 
that  a  significant  infusion  of  capital  was  required.  My  brief  explo- 
ration of  the  SBA  program  was  ended  because  the  paperwork  and 
cost  for  applying  was  significantly  higher  than  the  other  avenues 
available  to  me.  It  is  my  understanding  that  that  process  has  some- 
what changed  over  the  last  5  years,  and  therefore,  I  cannot  give 
the  committee  any  meaningful  feedback  on  the  SBA  loan  process. 
Except  I  will  note  that  my  experience  confirms  that  there  is  exten- 
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sive  private  financing  available  for  good  ideas  presented  by  respon- 
sible individuals. 

My  greater  involvement  with  the  SBA  relates  to  its  8(a)  program. 
I  take  great  pride  in  having  recruited  and  retained  an  extraor- 
dinary group  of  employees  who  have  little  ethnically  in  common 
but  everything  ethically  in  common.  They  work  very  hard  to  deliver 
value  to  our  customers.  Coincidentally,  our  employees  have  herit- 
ages that  span  the  globe;  but  ironically  they  were  penalized  and 
their  economic  well-being  jeopardized  because  I,  as  the  founder, 
was  not  a  minority.  This  hidden  discrimination  against  employees 
working  for  non-8(a)  companies  needs  attention.  It  is  a  false 
premise  that  the  preferential  treatment  of  minority  owners  some- 
how rewards  other  minority  employees.  And  I  believe  that  the  8(a) 
program,  as  it  is  structured  today,  rewards  a  handful  of  individuals 
at  a  significant  cost  to  others  such  as  our  employees.  America  has 
historically  thrived  on  creating  and  maintaining  level-playing 
fields,  and  I  would  suggest  that  your  committee  should  move  to 
reinstitute  such  an  environment  in  small  business. 

Mr.  Chairman,  in  your  opening  remarks  you  stated  that  part  of 
your  committee's  mission  was  to  take  responsibility  for  the  survival 
and  growth  of  small  business.  I  would  like  to  mention  briefly  areas 
that  are  today  inhibiting  the  growth  of  small  business  and  costing 
our  country  untold  hours  of  productivity  and  profit. 

As  my  business  grew  and  we  hired  new  employees,  my  greatest 
surprise  was  how  reliant  Government  is  on  the  employer  to  play 
sheriff  and  to  run  the  employees'  personal  affairs.  I  became  a  sur- 
rogate INS  agent  making  sure  that  no  illegal  aliens  were  in  our 
business.  I  became  a  tax  collector.  I  became  a  child  support  collec- 
tor. And  last  year  I  almost  became  an  insurance  company.  All  the 
while,  I  had  to  deal  with  extreme  caution — even  with  people  that 
were  caught  stealing  from  our  company — out  of  fear  of  discrimina- 
tion suits. 

Once  when  I  fired  an  employee  for  lying  to  me,  he  received  un- 
employment compensation  from  the  state  of  Virginia.  We  even 
found  ourselves  defendants  in  frivolous  lawsuits  taken  by  opposing 
counsel  on  contingency  basis  out  of  the  mistaken  belief  that  we 
would  settle  rather  than  invest  our  monies  in  defending  our  good 
name.  Again,  I  would  ask  the  panel  to  stop  this  behavior  by  taking 
a  serious  look  at  loser-pays  legislation. 

Meanwhile,  my  own  productivity  was  impaired  by  the  Census 
Bureau  demanding  information  about  how  I  was  growing,  who  I 
was  employing,  and  what  I  was  selling.  The  Government  insisted 
that  I  pay  unemployment  insurance,  despite  the  fact  that  I  never 
had  a  layoff.  The  IRS  discouraged  me  from  reinvesting  earnings  in 
the  company.  And  all  the  while,  they  fostered  a  notion  that  it  was 
the  institutions  that  absorb  these  costs  and  pay  the  concomitant 
taxes.  And  of  course,  this  is  nonsense;  the  people  who  own  and 
work  for  these  small  businesses  are  those  who  handle  those  costs 
both  directly  and  indirectly. 

I  hope  that  the  committee  is  guided  by  the  premise  that  the  free 
market  system  works  extremely  efficiently.  I  have  been  challenged 
and  rewarded  by  it.  When  you  are  in  doubt  about  the  benefit  of  a 
given  program  or  proposed  legislation,  please  remember  that  most 
of  the  problems  in  America  today  seem  to  stem  from  the  inter- 
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ference  with  that  free  market  and  the  lack  of  trust  for  the  underly- 
ing strength  of  the  individual  citizens. 

I  will  close  by  stating  that  my  greatest  pride  is  that  our  small 
company  created  55  new  jobs  at  a  time  when  most  companies  were 
downsizing.  Since  selling  the  business,  I  have  been  asked  dozens 
of  times,  "What's  next?"  You  should  know  that  the  concerns  I  have 
voiced  here  today  are  a  major  drawback  to  my  wanting  to  do  this 
again.  Furthermore,  the  capital  gains  tax  will  take  away  over  a 
third  of  my  proceeds.  Please  consider  a  provision  in  the  forthcom- 
ing tax  legislation  whereby  small  business  owners,  like  home- 
owners, would  be  granted  a  period  of  time  to  reinvest  their  entire 
proceeds  without  taxation.  It  would  leave  job-creating  funds  in  ex- 
perienced hands. 

This  concludes  my  prepared  remarks.  Thank  you  again  for  the 
opportunity  to  appear  before  you.  I  will  be  happy  to  answer  any 
questions,  and  I  did  not  even  get  the  yellow  light. 

[The  prepared  statement  of  Mr.  Graham  follows:] 
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Statement  of  James  B.  Graham 


Mr.  Chairman  and  distinguished  Members;  thank  you  very  much  for  inviting 
me  to  be  here  today.  My  name  is  James  B.  Graham  and  I  am  President  of  FaxLand 
Corporation,  which  I  founded  seven  years  ago.  I  recently  sold  the  company;  and 
therefore,  it  is  important  for  me  to  note  that  the  views  I  will  present  today  are  mine 
alone  and  in  no  way  should  be  attributed  to  the  company  or  its  new  owners. 

My  background  includes  an  undergraduate  degree  in  finance,  a  graduate 
degree  in  marketing  and  ten  years  of  emplo3TTient  with  a  Fortune  1000  company; 
however,  I  am  here  this  afternoon  to  share  with  you  my  experience  of  founding, 
financing  and  operating  a  small  business  that  has  grown  to  $10  million  in  sales.  It 
is  my  hope  that  this  real-world  input  will  help  the  committee  shape  poUcies  that  will 
facilitate  other  small  businesses,  and  perhaps  remove  some  of  the  impediments  I 
found  along  the  way. 

The  SBA  is  based  on  the  assumption  that  the  fi-ee  market  system  is  biased  and 
inefficient.  Moreover,  it  presumes  that  individuals  need  a  helping  hand  ft-om  the 
government  in  order  to  succeed.  I  have  had  the  good  fortune  to  meet  many  of 
America's  most  successful  entrepreneurs  through  forums  such  as  the  Inc.  500  Annual 
Conference,  and  I  can  tell  you  unequivocally  that  none  ever  told  me  that  the  federal 
government  was  of  any  assistance.  Qmte  the  contrary,  the  overwhelming  belief 
among  this  fi-atemity  is  that  their  success  was  in  spite  of  government  interference. 

Eighteen  months  after  starting  my  business  it  became  clear  that  the  bootstrap 
financing  that  I  had  provided  was  inadequate  and  that  a  significant  infusion  of 
capital  was  required.  My  brief  exploration  of  the  SBA  program  was  ended  because 
the  paperwork  and  cost  of  applying  was  significantly  higher  than  other  avenues 
available  to  me.  It  is  my  understanding  that  the  process  has  been  somewhat  changed 
over  the  last  five  years  and  therefore  I  can  not  offer  you  any  meaningful  feedback  on 
the  SBA  loan  process.  Except  I  will  note  that  my  experience  confirms  that  there  is 
extensive  private  financing  available  for  good  ideas  presented  by  responsible 
individuals. 

My  greater  involvement  with  the  SBA  relates  to  its  8(a)  Program.  I  take  great 
pride  in  having  recruited  and  retained  an  extraordinary  group  of  employees,  who 
have  httle  ethnically  in  common  but  everything  ethically  in  common.  They  work  very 
hard  in  delivering  value  to  our  customers.  Coincidentally,  our  employees  have 
heritages  that  span  the  globe;  ironically,  they  were  penalized  and  their  economic  well 
being  jeopardized  because  I  as  the  founder  was  not  a  minority.  This  hidden 
discrimination  against  employees  working  for  non-8(a)  companies  needs  attention.  It 
is  a  false  premise  that  preferential  treatment  for  minority  owners  somehow  rewards 
other  minority  employees.  I  believe  that  the  8(a)  Program  as  it  is  structured  today 
rewards  a  handful  of  individuals  at  a  significant  cost  to  others  such  as  our  employees. 
America  has  historically  thrived  by  creating  and  maintaining  level  playing  fields; 
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your  committee  should  move  to  re-institute  such  an  environment. 

Mr.  Chairman,  in  your  opening  remarks  you  stated  that  part  of  your 
committee's  mission  was  to  take  responsibiUty  for  the  survival  amd  growth  of  small 
businesses.  I  would  like  to  mention  briefly  specific  area's  that  are  today  inhibiting 
the  growth  of  small  business  and  costing  our  country  untold  hours  of  productivity  and 
profit. 

As  my  business  grew  and  we  hired  new  employees,  my  greatest  surprise  was 
how  reliant  the  government  is  on  the  employer  to  play  sheriff  and  to  run  the 
employees'  personal  affairs.  1  became  a  surrogate  INS  agent  making  sure  that  no 
illegal  aliens  were  in  our  business;  1  became  a  tax  collector;  I  became  a  child  support 
collector.  And  last  year,  I  almost  became  an  insurance  company.  All  the  while,  I  had 
to  deal  with  extreme  caution  when  we  caught  people  steahng  fi-om  the  company  out 
of  fear  of  discrimination  suites.  Once,  when  I  fired  an  employee  for  lying  to  me,  he 
received  unemployment  compensation.  We  even  found  ourselves  defendants  in 
frivolous  law  suits  taken  by  opposing  counsel  on  "contingency"  out  of  the  mistaken 
belief  that  1  would  settle  rather  that  invest  monies  in  defending  owe  good  name. 
Please  stop  this  behavior  by  taking  a  serious  look  at  "loser  pays"  legislation. 

Meanwhile,  my  productivity  was  impaired  by  the  Census  Bureau  demanding 
information  on  how  I  was  growing,  who  1  was  employing  and  what  I  was  selling.  The 
government  insisted  that  1  pay  unemplo3Tnent  insxjrance  despite  the  fact  that  I  never 
had  a  layoff.  The  IRS  discouraged  me  from  reinvesting  earnings  in  the  company.  All 
the  while  fostering  a  notion  that  institutions  absorb  these  costs  and  pay  the 
concomitant  taxes.  That  is  nonsense:  the  people  who  own  and  work  for  companies 
pay  those  costs  both  directly  and  indirectly. 

I  hope  that  the  committee  is  guided  by  the  premise  that  the  free  market 
system  works  extremely  efficiently.  I  have  been  challenged  and  rewarded  by  it. 
When  you  are  in  doubt  about  the  benefit  of  a  given  program  or  proposed  legislation, 
please  remember  that  most  of  our  problems  in  America  today  stem  firom  interference 
with  the  free  market  and  a  lack  of  trust  in  the  underlying  strength  of  the  individual 
citizen. 

I  will  close  by  stating  that  my  greatest  pride  is  that  our  small  company  created 
55  new  jobs  during  a  time  when  most  companies  were  downsizing.  Since  selling  the 
business,  I  have  been  asked  dozens  of  times,  "What's  next?"  You  should  know  that 
the  concerns  I  have  voiced  here  today  are  a  major  drawback  to  my  wanting  to  do  this 
again.  Furthermore,  the  capital  gains  tax  will  take  away  over  a  third  of  my  proceeds. 
Please  consider  a  provision  in  the  forthcoming  tax  legislation  whereby  small  business 
owners,  like  homeowners,  would  be  granted  a  period  of  time  to  reinvest  their  entire 
proceeds  without  taxation.   It  would  leave  job-creating  funds  in  experienced  hands. 

This  concludes  my  prepared  remarks.  Thank  you  again  for  the  opportunity  to 
appear  before  you;  I  will  be  happy  to  answer  any  question  you  might  have. 
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Chairman  Bond.  Thank  you  very  much.  We  appreciate  hearing 
all  of  the  news.  That  is  why  we  have  invited  what  I  think  will  be 
others  to  provide  their  very  interesting  stories.  We  appreciate  that. 

Mr.  Coratolo. 

STATEMENT  OF  GIOVANNI  CORATOLO,  OWNER,  PORT  OF 
ITALY,  INC.,  SPRINGFIELD,  VIRGINIA 

Mr.  Coratolo.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  Thank  you  for  inviting  me  here  today.  My  name  is 
Giovanni  Coratolo.  Twenty-five  years  ago,  I  opened  a  small  res- 
taurant called  Port  of  Italy.  We  specialize  in  reasonably  priced  Ital- 
ian cuisine.  While  we  have  changed  and  grown,  we  remained  a  sin- 
gle-unit restaurant.  For  me,  this  is  a  7-day,  80-hour-a-week  job — 
and  I  would  not  want  to  do  anything  else. 

Let  me  explain  a  little  bit  why  I  am  here  today.  For  over  20 
years,  I  have  dealt  with  the  same  bank,  Maryland  National,  for  all 
my  corporate  and  personal  loans.  It  was  a  good  relationship.  When 
we  moved  our  restaurant  to  Springfield,  Virginia,  5  years  ago,  we 
got  our  mortgage  through  that  bank.  The  loan  was  fairly  big — $1.5 
million — and  we  backed  it  with  $2.5  million  with  the  real  estate 
and  other  assets  as  collateral.  The  restaurant  has  done  very  well 
in  its  new  location. 

Then  the  bottom  fell  out.  NationsBank  bought  Maryland  Na- 
tional last  year  and,  with  no  explanation,  called  the  loan.  After  25 
years  of  never  being  as  much  as  one  day  late  on  any  of  my  loans, 
NationsBank  put  me  in  the  hands  of  a  liquidator  and  gave  me  a 
choice:  Come  up  with  $1.4  million  or  we  are  going  to  sell  your  as- 
sets. It  is  hard  to  describe  the  terror  you  feel  at  the  prospect  of  liq- 
uidating a  business  that  you  spent  over  25  years  building.  I  tried 
to  refinance,  but  was  turned  down.  Despite  increasing  profitability, 
despite  strong  collateral  and  despite  an  impeccable  financial  his- 
tory, both  personally  and  in  business,  I  apparently  had  two  big 
strikes  against  me:  My  size  and  the  industry  I  have  chosen  for  my 
livelihood. 

The  story  gets  better.  I  was  referred  to  Patriot  National,  the 
bank  in  our  area  that  does  a  lot  of  SBA  7(a)  loans.  Within  two 
weeks,  SBA  had  agreed  to  guarantee  up  to  $750,000  of  a  $1.4  mil- 
lion loan.  The  process  was  smooth  and  simple.  We  now  have  a  long- 
term  commercial  loan,  well  secured  by  our  real  estate  and  assets. 
It  is  a  win-win  situation  all  the  way  around.  Closing  my  doors 
would  have  meant  40  people  out  of  jobs.  It  would  have  meant  loss 
of  $100,000  a  year  in  Federal  payroll  and  withholding  taxes, 
$30,000  in  State  and  local  payroll  taxes,  $75,000  in  sales  taxes,  and 
much,  much  more.  There  is  absolutely  no  doubt  in  my  mind  that 
my  business  and  I  would  have  been  totally  wiped  out  if  it  was  not 
for  the  saving  grace  of  the  SBA. 

As  Congress  weighs  SBA's  future,  I  urge  you  to  strengthen  the 
7(a)  program.  Unfortunately,  the  days  of  the  20-year  relationships 
between  local  banks  and  local  businesses  may  be  over.  Whatever 
is  going  on  in  the  banking  industry — the  big  failures,  followed  by 
big  consolidations — I  think  small  business  is  in  danger  of  coming 
out  the  loser.  We  do  not  have  the  clout  with  big  banks,  and  that 
is  where  the  capital  is.  I  found  out  the  hard  way  that  banks  like 
NationsBank,    whose   interest   is   in    short-term   profitability    and 
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whose  lending  policies  are  made  a  thousand  miles  away  from  their 
customers,  cannot  be  trusted  as  the  sole  gatekeepers  to  the  funds 
that  fuel  long-term  growth  of  small  business  in  this  country.  Small 
business  is  the  backbone  of  this  country.  It  is  what  made  this  coun- 
try great.  Short-sighted  big  banking  policy  should  not  be  the  only 
determinant  of  small  business  survival. 

I  am  strongly  influenced  by  my  grandfather  who  came  here  from 
Italy  in  the  1920s  looking  for  opportunity.  I  look  at  myself  in  the 
same  way:  It  is  opportunity,  not  handouts,  that  I  want.  That  is  the 
beauty  of  the  SBA  7(a)  loan.  America  has  generated  literally  mil- 
lions of  jobs  through  its  small  businesses.  Small  business  is  the 
bastion  of  opportunity,  and  the  7(a)  program  is  a  great  example  of 
the  Government  appropriately  stepping  in  where  the  market  may 
not  be  working  the  right  way.  Small  businesses  need  access  to  cap- 
ital to  start  up  and  to  flourish,  and  right  now,  that  access  is  slowly 
eroding. 

Without  the  SBA  guarantee.  Port  of  Italy  would  no  longer  be  in 
business.  I  do  not  think  you  could  get  a  much  better  return  on  your 
investment  than  you  are  getting  with  the  7(a)  program.  When  I 
look  at  all  Congress  does  to  try  to  generate  jobs,  I  cannot  figure  a 
better  way  than  the  7(a)  loans.  At  little  cost,  it  brings  out  the  best 
of  the  American  system:  It  gives  small  business  owners  a  chance 
to  do  what  they  do  best — make  America  the  great  land  of  oppor- 
tunity. 

Thank  you. 

[The  prepared  statement  of  Mr.  Coratolo  follows:] 
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FEBRUARY  16,  1995,  PUBLIC  HEARING 
SENATE  SMALL  BUSINESS  COMMITTEE 

Statement  of 

GIOVANNI  CORATOLO 

PORT  OF  ITALY,  INC. 
SPRINGFIELD,  VIRGINIA 


Mr.  Chairman  and  members  of  the  Committee,  thank  you  for  inviting  me  here  today.  My 
name  is  Giovanni  Coratolo.  Twenty-five  yeors  ago,  I  opened  a  small  restaurant  called  Port 
of  Italy.  We  specialize  in  reasonably-priced  Italian  cuisine.  While  we've  changed  and 
grown,  we  remain  a  single-unit  restaurant.  For  me,  this  is  a  seven-day,  80-hour-a-week 
job  —  and  I  wouldn't  want  to  be  doing  anything  else. 

Let  me  explain  a  little  about  why  I'm  here.  For  over  20  years,  I  dealt  with  the  same  bank, 
Maryland  National,  for  all  my  corporate  and  personal  loans.  It  was  a  good  relationship. 
When  we  moved  our  restaurant  to  Springfield,  Virginia,  five  years  ago,  we  got  our 
mortgage  through  that  bank.  The  loan  was  fairly  big — $1 .5  million — and  we  backed  it 
with  S2.5  million  in  real  estate  and  assets  as  collateral.  The  restaurant  has  done  very  well 
in  its  new  location. 

Then  the  bottom  fell  out.  Nations  Bank  bought  Maryland  National  last  year  and,  with  no 
explanation,  called  the  loan.  After  25  years  of  never  being  ds  much  as  one  day  late  on 
any  of  my  loans,  Nations  Bank  put  me  in  the  hands  of  a  liquidator  and  gave  me  a  choice: 
Come  up  with  $1 .4  million  or  we'll  sell  off  your  assets.  It's  hard  to  describe  the  terror  you 
feel  at  the  prospect  of  liquidating  a  business  that  you  spent  over  25  years  building.  I  tried 
to  refinance  but  was  turned  down.  Despite  increasing  profitability,  despite  strong  collateral 
and  despite  the  impeccable  financial  history,  both  personally  and  in  business,  I  apparently 
had  two  big  strikes  against  me:    My  size  and  the  industry  I've  chosen  for  my  livelihood. 

The  story  gets  better.  I  was  referred  to  Patriot  National,  the  bonk  in  our  area  that  does  a 
lot  of  SBA  7(a)  loans.  Within  two  weeks,  SBA  had  agreed  to  guarantee  up  to  $750,000 
of  a  SI  .4  million  loon.  The  process  was  smooth  and  simple.  We  now  have  a  long-term 
commercial  loan,  well-secured  by  our  real  estate  and  assets.  It's  a  win-win  situation  all 
around.  Closing  my  doors  would  have  meant  40  people  out  of  jobs.  It  would  hove  meant 
a  loss  of  S 1  00,000  a  year  in  federal  payroll  and  withholding  taxes,  $30,000  in  state  and 
local  payroll  taxes,  $75,000  in  sales  taxes,  and  much  more.  There  is  absolutely  no  doubt 
in  my  mind  that  my  business  and  I  would  have  been  totally  wiped  out  if  were  not  for  the 
saving  grace  of  the  SBA. 
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As  Congress  weighs  SBA's  future,  I  urge  you  to  strengthen  the  7(a)  program. 
Unfortunately,  the  days  of  20-year  relationships  between  local  banks  and  local  businesses 
may  be  over.  Whatever's  going  on  in  the  banking  industry  —  the  big  failures,  followed  by 
big  consolidations  —  I  think  small  business  is  in  danger  of  coming  out  the  loser.  We  don't 
have  the  clout  with  the  big  banks,  and  that's  where  the  capital  is.  I  found  out  the  hard  way 
that  big  banks  like  Nations  —  whose  interest  is  in  short-term  profitability  and  whose 
lending  policies  are  made  a  thousand  miles  away  from  their  customers  —  cannot  be 
trusted  as  the  sole  gatekeepers  to  the  funds  that  fuel  the  long-term  growth  of  small  business 
in  this  country.  Small  business  is  the  backbone  of  this  country.  It  is  what  made  this  country 
great.  Short-sighted  big  banking  policy  should  not  be  the  only  determinant  of  small 
business  survival. 

I'm  strongly  influenced  by  my  grandfather,  who  came  here  from  Italy  in  the  1  920s  looking 
for  opportunity.  I  look  at  myself  the  someway:  It's  opportunity,  not  handouts,  that  I  want. 
That's  the  beauty  of  the  SBA  7(a)  program.  America  has  generated  literally  millions  of  jobs 
through  its  small  businesses.  Small  business  is  the  bastion  of  opportunity,  and  the  7(a) 
program  is  a  great  example  of  the  government  appropriately  stepping  in  where  the  market 
may  not  be  working  the  right  way.  Small  businesses  need  access  to  capital  to  start  up  and 
to  flourish,  and  right  now,  that  access  is  slowly  eroding. 

Without  the  SBA  guarantee.  Port  of  Italy  would  no  longer  be  in  business.  I  don't  think  you 
can  get  a  much  better  return  on  your  investment  than  you're  getting  through  the  7(a) 
program.  When  I  look  at  all  Congress  does  to  try  to  generate  jobs,  I  can't  figure  a  better 
way  than  the  7(a)  loans.  At  little  cost,  it  brings  out  the  best  of  the  American  system:  It 
gives  small  business  owners  the  chance  to  do  what  they  do  best  —  make  America  the  great 
land  of  opportunity. 
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Chairman  Bond.  Thank  you,  Mr.  Coratolo.  We  have  been  joined 
by  Senator  Wellstone.  Before  we  turn  to  the  questions,  Senator,  do 
you  have  an  opening  statement  that  you  would  Hke  to  give? 

Senator  Wellstone.  Thank  you,  Mr.  Chairman.  I  know  you  have 
got  panels.  Let  us  just  go  forward  with  questions. 

Chairman  Bond.  All  right.  Let  me  ask  just  a  few  brief  questions 
of  the  gentlemen  before  us.  First,  Mr.  Giaimo,  the  Small  Business 
Administration  has  imposed  a  cap  of  $500,000  on  the  SBA  7(a)  loan 
program.  Do  you  think  this  would  have  affected  your  various 
financings? 

Mr.  Giaimo.  Yes,  I  do.  Because  I  think  the  gentleman  said  it  very 
well.  There  are  no  local  banks  for  small  business  in  this  town. 
There  is  NationsBank.  They  have  called  all  the  small  business 
loans.  They  called  ours.  We  were  not  that  small.  Without  the  SBA 
to  go  to,  we  would  not  have  been  able  to  break  through  to  self-suffi- 
ciency. So  the  $500,000  versus  a  million,  I  think.  Senator  Bond, 
could  give  people  the  momentum  to  get  the  kind  of  capital  forma- 
tion that  would  allow  them  to  be  self-sufficient.  It  is  going  to  be 
different  with  each  business,  but  I  think  we  need  it  in  the  way  the 
banking  system  is  today,  very  desperate. 

Chairman  Bond.  You  would  not  have  been  able  to  obtain  financ- 
ing under  the  $500,000  capital? 

Mr.  Giaimo.  No,  American  Cafe  would  have  stopped  where  it  was 
and  so  the  diner  would  have  been  blocked,  particularly  in  the  same 
time  frame  that  the  gentleman  was  discussing,  in  1991,  when  all 
the  loans  were  called.  If  we  had  not  had  that  extra  capital,  we 
would  have  been  dead  in  the  water. 

Chairman  BoND.  Mr.  Coratolo,  your  view  on  the  cap  on  the  size 
of  the  loan  of  $500,000? 

Mr.  Coratolo.  I  feel  that  it  would  not  have  been  enough  incen- 
tive for  the  bank  that  took  over  our  loan,  only  guaranteeing 
$500,000.  The  $750,000  gave  enough  of  a  guarantee  to  allow  that 
bank  the  feel  for  not  having  the  risk  with  that  $1.4  million  loan. 
I  feel  that  that  was  the  incentive  that  it  took  to  capture  our  busi- 
ness. 

Chairman  BOND.  Mr.  Graham,  how  are  you  able  to  get  the 
money?  You  have  outlined  some  of  the  problems  with  SBA,  but  you 
were  able  to  get  the  money. 

Mr.  Graham.  I  was.  I  went  to  private  sources  and  it  is  my  expe- 
rience that  there  are  both  private  and  institutional  funds  that  are 
available  for  venture  capital.  And  I  cannot  speak  to  the  restaurant 
business,  as  these  gentleman  can,  but  mine  obviously  was  more  of 
a  technology-driven  business.  While  it  was  not  easy — it  was  a  very 
painful  and  time-consuming  process — I  was  successful  at  bringing 
those  investment  dollars  in. 

Chairman  Bond.  What  was  the  size  of  the  initial  loan  that  you 
needed? 

Mr.  Graham.  Much  like  these  gentleman,  I  happened  to  have 
had  a  line  of  credit  at  Sovran  here  in  Washington  and  mine  was 
called  in  and  I  had  to  scramble.  The  size  of  that  loan  was  $250,000 
which  we  used  for  inventory,  and  I  was  able  to  replace  it.  Although 
it  was  much  more  expensive  replacing  it  with  private  funding  from 
individuals,  and  therefore  I  paid  a  significant  penalty  in  terms  of 
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interest  costs.  I  found  that  the  private  sources,  when  offered  a  sig- 
nificant return,  were  willing  to  make  those  kind  of  loans. 

Chairman  BOND.  What  kind,  can  you  describe  for  us  the  private 
sources,  were  they  individuals? 

Mr.  Graham.  It  was  a  combination  of  individuals  and  some  small 
businesses  that  were  interested  in  what  we  were  working  on. 

Chairman  Bond.  Mr.  Graham,  let  me  ask  you,  how  did  you  feel 
your  employees  were  discriminated  against  by  the  8(a)  program? 
Were  you  in  competition  with  someone  who  had  received  an  8(a) 
loan? 

Mr.  Graham.  This  area  is  just  full  of  businesses  that  are  founded 
on  the  8(a)  principal  and,  of  course,  compete  for  Federal  contracts. 
I  was  fortunate  in  that  our  business  was  based  only  in  part  on  Gov- 
ernment contracts.  But  the  discrimination  that  we  experienced  was 
in  numerous  Government  contracts  for,  in  our  case,  communica- 
tions equipment.  We  were  fighting  an  uphill  battle  against  8(a) 
firms  and  it  is  absolutely  true  that  it  is  not  a  level  playing  field. 
These  8(a)  firms  are  given  preferential  pricing  and  absolute  set- 
asides  where  it  is  not  even  competitively  bid.  And  therefore,  these 
employees  that  work  for  our  company,  both  our  sales  people  who 
suffered  it  in  a  very  direct  fashion,  and  the  support  staff  who  suf- 
fered as  a  function  of  business  not  growing  or  having  as  many  re- 
sources, absolutely  felt  the  pain. 

Chairman  BOND.  What  percentage  of  your  employees,  do  you 
know,  would  have  qualified  had  they  been  prospective  business 
owners  for  an  8(a)  program?  How  many  were  minority? 

Mr.  Graham.  65  percent  of  our  employees. 

Chairman  Bond.  Do  you  know  what  the  minority  employment 
was  of  the  competitors? 

Mr.  Graham.  I  do  not  know  that  and  let  me  interject  that  there 
are  many,  many  competitors  in  our  field.  I  would  say  that  there  are 
four  or  five  prominent  companies  that  enjoy  the  8(a)  status. 

Chairman  Bond.  Let  me  ask  a  final  question  to  any  of  the  three 
of  you.  Do  you  have  any  suggestions  for  us,  either  now  or  that  you 
would  want  to  submit  later,  additional  suggestions  for  what  you 
would  like  to  see  the  SBA  become? 

Mr.  Giaimo.  I  think  Giovanni's  testimony  was  very  eloquent  on 
the  problems  small  businesses  have  in  getting  loans,  and  with  the 
consolidation  of  banking,  there  is  no  way  to  overemphasize  that. 
What  everyone  here  has  said  about  the  same  bank.  Nations,  which 
had  the  whole  banking  system  here  in  Washington  because  they 
own  all  the  large  banks.  So  I  think  providing  assisted  access  to  cap- 
ital for  worthy  business  ventures  as  it  has  been  doing  and  having 
the  funding  to  do  that  and  obviously  to  be  discriminating  in  the 
loans  that  it  makes,  but  I  think  having  the  funding  to  continue  its 
mission  of  assisting  small  businesses  as  it  goes  forward,  I  think  it 
has  been  great. 

Mr.  CORATOLO.  Senator  Bond,  there  is  not  a  level  playing  field 
when  it  comes  to  small  business.  We  do  not  have  access  to  funds. 
Big  banking  policy,  as  it  has  become,  as  it  has  grown,  NationsBank 
or  other  banks  have  taken  over  banks.  It  is  like  supermarkets  now. 
You  do  not  see  the  corner  supermarket;  you  see  big  grocery  stores 
and  chains.  And  that  is  what  banking  has  become.  And  for  small 
business  to  have  access  to  that  capital  flow,  it  is  very  limiting. 
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I  know  it  has  been  mentioned  private  capital.  In  my  case,  I  went 
and  sought  out  private  capital.  In  every  case,  the  private  capital 
was  trying  to  use  the  SBA  as  a  guarantee  to  limiting  their  risks. 
That  is  what  it  becomes.  We  have  to  have  the  ability  to  get  funds 
and  to  secure  those  funds  and  continue  in  our  ventures.  We  are  not 
looking  for  handouts. 

Chairman  Bond.  Thank  you,  gentlemen.  I  will  turn  to  Senator 
Bumpers. 

Senator  Bumpers.  Thank  you,  Mr.  Chairman. 

Mr.  Giaimo,  did  any  of  your  people  who  helped  you  finance  Silver 
Diner  take  an  equity  position  in  your  business? 

Mr.  Giaimo.  Yes,  we  had  a  significant  amount  of  equity  positions 
taken  in  our  company.  We  raised  a  large  amount  of  venture  capital. 

Senator  Bumpers.  Not  any  from  SBIC,  as  I  take  it? 

Mr.  Giaimo.  No,  we  did  not  use  SBIC.  We  started  out  with  ven- 
ture and  equity  loans  much  in  the  way  the  gentleman  from 
FaxLand  has  done.  But  we  reached  a  point  where  that  was  not  suf- 
ficient. 

Senator  Bumpers.  Are  you  familiar  with  this  small  business  cap- 
ital gains  provisions  that  we  passed  here  in  1993? 

Mr.  Giaimo.  Tangentially,  I  understand  the  qualification  rules. 
From  what  limited  understanding  I  have,  it  was  pretty  narrow,  in 
terms  of  us  ever  qualifying,  was  my  understanding.  I  may  be  wrong 
on  that. 

Senator  BUMPERS.  That  is  true  and  you  anticipated  my  next 
point;  and  that  is,  I  think  restaurants  and  hotels  are  pretty  much 
excluded  from  the  provision. 

Mr.  Giaimo.  Correct. 

Senator  BUMPERS.  I  want  you  to  know  that  I  am  the  author  of 
that  legislation,  but  I  did  not  author  that  part  of  it.  That  the  Presi- 
dent, when  he  was  running  for  President  in  1992,  you  know  every 
time  he  spoke  small  business.  He  said,  I  am  a  strong  proponent  of 
Senator  Bumpers'  capital  gains  provision  for  small  business.  And 
do  not  misunderstand  me,  I  am  not  criticizing  the  President.  He 
comes  from  a  great  State  and  he  has  been  a  close  friend  of  mine 
for  many  years.  But  I  took  strong  exception  when  I  began  to  nego- 
tiate this  with  the  Treasury  Department  that  it  got  reduced;  in  my 
opinion,  it  got  reduced  in  value  very  significantly.  And  I  do  not  see 
any  reason — frankly,  I  never  did  and  I  do  not  now  see  any  reason 
to  exclude  restaurants  and  hotels  or  anybody  else  who  are  creating 
jobs.  I  do  not  care  whether  they  are  in  the  manufacturing  business 
or  they  are  making  computers  or  flipping  hamburgers. 

Chairman  Bond.  Or  making  cookies. 

Senator  Bumpers.  Or  like  my  son,  making  cookies.  I  think, 
frankly  since  you  mentioned  that.  Senator  Bond,  my  son,  who 
is 

Chairman  Bond.  We  were  kind  of  hoping  to  get  another  supply. 
That  is  the  high  point  of  the  small  business  hearings.  I  apologize. 
Your  son's  cookies  are  great. 

Senator  Bumpers.  I  do  not  think  he  is  excluded  because  he  has 
a  bakery  which  is  essentially  a  manufacturing  process.  He  only  has 
about  20  employees  and  I  have  really  never  talked  to  him  about 
this,  but  my  guess  is  he  probably  would  qualify.  He  would  not  be- 
cause he  started  his  business  9  years  ago  and  it  has  to  have  been 


26 

started  subsequent  to  the  enactment  of  the  legislation.  But  if  some- 
body were  starting  a  business  today  baking  cookies  or  whatever,  as 
I  say,  I  do  not  care  as  long  as  they  are  creating  jobs.  And  I  think 
it  is  a  real  tragedy  and  now  that  you  have  refreshed  my  memory 
on  it  and  brought  it  to  my  attention  again,  I  may  try  to  do  some- 
thing about  that. 

The  bill  is  not  working  as  I  had  hoped  it  would,  anyway.  But, 
Mr.  Graham,  you  mentioned  a  moment  ago  how  much  you  are 
going  to  have  to  pay  in  capital  gains  taxes  in  the  sale  of  your  busi- 
ness and  you  said  you  were  debating  about  whether  to  try  it  again. 
I  would  hope  that  you  would  bear  in  mind,  for  example,  if  you 
started  the  same  kind  of  business  today  and  you  put  anything  less 
than  $50  million  in  it,  and  you  hang  on  to  that  investment  for  5 
years,  you  instead  of  paying  a  28-percent  rate  would  pay,  in  effect, 
a  14-percent  rate.  And  I  hope  you  will  bear  that  in  mind,  because 
that  may  be  an  incentive.  We  need  entrepreneurs  like  you  and  I 
hope  that  will  be  something  of  an  incentive  to  you  to  get  back  in 
the  business. 

I  want  all  of  you  to  know  that,  number  one,  I  am  extremely  im- 
pressed with  every  single  statement  made.  Mr.  Graham,  I  S3an- 
pathize,  as  a  former  small  businessman,  with  that  travail.  I  know 
that  affirmative  action  and  civil  rights  laws  can,  while  they  may 
be  legitimate,  they  can  also  be  a  great  burden  and  sometimes  they 
work  very  unfairly  to  employers.  I  know  that  is  frustrating  to  you 
when  you  are  trying  to  create  jobs  and  run  a  business.  I  am  sympa- 
thetic to  that.  I  do  not  know  what  the  right  mix  is.  But  I  know  as 
a  trial  lawyer  also  that  specious  lawsuits  sometimes  are  filed  for 
settlement  purposes.  I  never  did  it,  but  I  have  known  lawyers  that 
did. 

But  I  admire  all  three  of  you  for  your  statements  about  what  you 
have  done.  It  is  most  impressive.  Mr.  Coratolo,  what  you  said  real- 
ly resonated  with  me  about  the  bank  calling  you  up  one  day  and 
saying,  we  want  $1,400,000 — or  was  that  you? 

Chairman  Bond.  That  was  Mr.  Coratolo. 

Mr.  GlAIMO.  It  happened  to  me  as  well. 

Senator  Bumpers.  I  was  in  the  hardware,  furniture,  and  appli- 
ance business.  I  sold  a  lot  of  refrigerators  and  television  sets  and 
big  ticket  items,  houses  full  of  furniture.  And  I  did  not  have  the 
cash  flow  to  handle  the  paper  myself.  People  buy  that  stuff  on  in- 
stallment plans  and  I  did  not  have  the  resources  to  handle  it,  so 
I  had  to  take  it  to  the  bank;  sign  on  the  back  of  it,  and  they  took 
10  percent  out  on  the  front  end  to  go  into  a  reserve  fund  to  take 
care  of  any  losses  that  they  might  sustain.  And  when  I  got  up  to 
about  $250,000  I  owed  the  bank — this  is  a  very  small  town,  very 
small  bank.  The  banker  called  and  said,  we  are  not  going  to  be  able 
to  take  any  more  of  your  paper.  I  had  never  banked  any  place  else 
in  my  life.  And  I  am  telling  you,  you  are  talking  about  terrified. 
I  was  terrified.  But  within  a  week  I  had  another  banker  that  would 
take  the  business,  so  I  started  taking  it  all  to  him.  The  first  thing 
you  know  the  other  banker  called  and  said,  you  know,  we  want 
your  business;  we  just  did  not  want  it  above  $250,000. 

I  can  tell  you  I  really  relate  to  what  all  you  have  said  about  try- 
ing to  deal  with  a  bank,  and  those  statements,  every  one,  ought  to 
be  put  in  the  Congressional  Record  for  all  the  world  to  see  what 
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happens  to  small  business  sometimes  when  they  are  dealing  with 
the  banks.  The  banks  have  cut  $50  billion — in  1992,  they  cut  their 
business  loans  by  $50  billion  and  increased  their  non-business  port- 
folios by  $70  billion.  Somebody  is  going  to  testify  to  that  later — in 
non-business,  mostly  Government  securities.  So  when  people  talk 
to  me  about  abolishing  Small  Business  Administration,  the  7(a) 
program,  programs  like  that,  it  falls  on  deaf  ears. 

Senator  Wellstone.  Mr.  Chairman,  would  my  colleagues  be 
kind  enough  to  just  let  me  apologize  since  I  have  to  go  to  a  meeting 
that  I  cannot  get  out  of  and  I  just  wanted  to  thank  each  one  of  you. 
If  I  had  had  an  opportunity  for  questions,  I  think  I  probably  would 
have  built  on  the  remarks  of  Senator  Bumpers,  but  I  really  thank 
you.  I  thought  it  was  extremely  important  and  my  leaving  is  not 
lack  of  interest  or  lack  of  commitment.  It  is  just  a  conflict  that  I 
cannot  get  out  of.  I  thank  my  colleagues. 

Chairman  Bond.  Thank  you,  Senator  Wellstone.  Let  me  say  that 
sometimes  in  these  hearings  we  have  questions  submitted  for  the 
record.  Members  of  the  Committee  may  have  some  written  ques- 
tions which  we  would  be  happy  to  pass  along  and  ask,  if  it  is  not 
too  inconvenient  and  not  another  load  of  Government  paperwork, 
that  you  return  them  to  us  and  we  will  include  those  in  the  record. 
This  is  a  very  busy  afternoon. 

Senator  Wellstone.  I  would  rather  come  over  to  the  restaurant 
and  eat  and  ask  the  questions. 

Chairman  BOND.  As  a  matter  of  fact,  that  is  probably 

Senator  Wellstone.  But  no  gift.  I  will  pay  for  the  meal. 

Chairman  Bond.  We  will  come  and  eat.  Let  me  turn  to  the  dis- 
tinguished Senior  Senator  from  Virginia. 

Senator  Warner.  Thank  you  very  much,  Mr.  Chairman.  Prior  to 
going  into  public  service  I  was  a  lawyer  for  a  bank  and  have  some 
knowledge  of  their  business  risks  and  their  obligations  to  their 
stockholders  and  others.  I  personally  do  not  feel  that  Congress 
should  try  and  legislate  in  some  manner  to  prevent  what  happened 
to  each  of  you.  Now,  that  may  appear  to  be  a  harsh  thing  to  say, 
but  to  me  it  would  be  a  very  severe  intrusion  into  the  private  sec- 
tor. But  that  is  my  view  and  I  would  like  to  ask  whether  you  dis- 
agree with  me  on  that. 

Mr.  CORATOLO.  Senator  Warner,  I  have  to  agree  with  you.  As  ag- 
grieved as  I  feel  toward  NationsBank,  as  to  what  they  did 

Senator  Warner.  It  happens  to  be  my  bank,  by  coincidence. 

Mr.  CORATOLO.  They  were  within  their  rights.  For  what  they  did, 
it  is  within  their  rights  and  there  should  not  be  a  mandate  from 
Congress  to  Nations  to  give  loans  to  small  businesses.  But  that  is 
where  Congress  should  come  up  and  make  the  playing  field  level 
with  the  7(a)  proposals.  With  that  7(a)  program,  it  allows  me,  as 
a  small  business  person,  to  still  get  the  funds  I  need  to  operate  my 
business  or  in  Bob's  case  to  start  his  business. 

Senator  Warner.  Let  me  get  the  views  of  others  and  I  will  come 
back  to  your  point.  Mr.  Graham. 

Mr.  Graham.  Senator,  I  could  not  agree  with  you  more.  If  my 
business  had  failed  or  one  of  these  restaurants  had  failed,  people 
would  have  found  Italian  food  some  place  else  or  fax  machines 
some  place  else.  And  I  think  that  is  a  responsibility  of  the  free 
market,  period. 
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Senator  Warner.  Mr.  Giaimo. 

Mr.  Giaimo.  I  would  agree  with  the  comments  of  the  other  people 
on  the  panel  in  terms  of  interfering  legislation.  But  I  do  not  know 
enough  about  banking  regulations.  Anything  that  could  be  done  to 
have  more  bankers — Mr.  Bumpers  said  that  when  he  had  one  bank 
that  he  said  could  not  do  business  with  him,  another  bank  said,  I 
will  do  business  with  you.  When  that  environment  exists 

Senator  Warner.  That  is  competition. 

Mr.  Giaimo.  Yes,  that  is  what  we  need  and 

Senator  Warner.  I  think  each  of  you  agrees  with  my  fundamen- 
tal premise. 

Mr.  Giaimo.  Yes. 

Senator  Warner.  So  then  I  will  go  to  my  next  question.  I  cer- 
tainly concur  in  the  observation  of  my  distinguished  colleagues 
here  that  we  should  preserve  the  SBA  programs.  But  perhaps  Con- 
gress can  examine  the  middle-playing  field  between  the  banks  and 
the  Government  and  try  and  legislate  in  some  manner  to  give  in- 
centive to  a  private  sector  group,  be  it  venture  capital  or  institu- 
tions that  would  specialize  in  small  business,  to  give  them  the  in- 
centive to  take  the  risk  associated  with  your  type  ventures  and  fill 
another  portion  of  the  spectrum  of  need  out  there. 

Now  I  am  not  sure  what  that  is.  But  I  will  listen  to  you  and  oth- 
ers as  to  what  it  might  be.  Do  you  have  any  views  of  what  we 
might  do  to  encourage  something  strictly  between  Federal  Govern- 
ment and  the  big  banks? 

Mr.  Graham.  I  would  be  happy  to  comment  that  if  you  want  to 
provide  incentives  for  investment  dollars  to  flow  to  small  busi- 
nesses, there  is  nothing  more  powerful  than  the  tax  structure. 
Time  and  time  again,  I  was  asked  about  that. 

Senator  Warner.  Capital  gains  and  things  of  this  nature. 

Mr.  Giaimo.  You  have  asked  an  excellent  question.  There  is  a 
bank  in  town,  Franklin  Bank,  that  loans  to  small  businesses.  A 
very  passionate  gentleman  who  leads  it  is  Bob  Pincus.  Probably 
made  more  small  business  loans  than  anyone  I  know  of  in  Wash- 
ington. And  if  he  was  here  he  would  have  a  much  more  technical 
answer  to  your  question,  but  what  he  has  often  explained  to  me  is 
that  the  regulators  and  how  they  view  a  small  business  loan,  es- 
sentially makes  any  collateral  that  a  small  business  is  apt  to  give 
as  classified  unsecured.  All  of  my  loans  are  performing,  non-per- 
forming, meaning  never  missed  a  payment  in  20  years,  but  they 
are  able  to  be  called  because  of  the  classification  of  the  collateral. 
That  is  what  allows  the  calling  to  be  done.  And  this  is  not  from 
dramatic  interventionist  legislation;  it  is  perhaps  how  the  regu- 
lators view  collateral  and  if  they  could  be  sympathetic  to  small 
businesses. 

Senator  Warner.  Again,  that  comes  back  to  the  Federal  system. 
I  would  like  to  try  and  get  the  Federal  system  out  of  this  and  see 
what  we  can  do  to  make  the  competition  in  such  a  way  that  it 
would  be  an  inducement  to  fill  that  gap.  Did  you  wish  to  speak  to 
this? 

Mr.  Coratolo.  To  the  issue,  if  we  can  structure  something  like 
the  FHA,  the  way  that  works  in  housing,  where  there  are  guaran- 
tees and  where  the  loans  can  be  sold  and  transferred  and  that  type 
of  liquidity  would  be  very  good  in  helping  small  business. 
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Senator  Warner.  Thank  you  very  much.  My  last  question  is  a 
very  simple  one.  This  committee  obviously  only  has  time  to  listen 
to  but  a  very  few  witnesses  under  these  circumstances.  Would  you 
say  that  your  experiences  are  shared  by  a  fair  number  of  persons 
that  you  have  talked  with  that  are  small  business  people?  In  other 
words,  are  there  a  number  of  people  that  you  know  suffering  the 
same  consequences? 

Mr.  CORATOLO.  Personally,  I  have.  I  have  seen  a  lot  of  loans 
called  in  and  I  think  it  has  been  shown  here  today  through  testi- 
mony. Big  banks  are  using  small  business  loans  when  they  pur- 
chase a  bank,  they  call  in  a  lot  of  loans,  and  they  use  that  to  fuel 
their  growth. 

Chairman  Bond.  All  right.  Mr.  Graham? 

Mr.  Graham.  I  will  just  comment  that  I  found  out  just  a  couple 
of  days  ago  that  I  was  going  to  have  this  honor,  and  I  had  attended 
a  meeting  where  some  of  the  other  small  business  owners  that  I 
have  gotten  to  know.  Without  exception,  they  said,  Jim,  tell  these 
gentlemen  how  bad  it  is  out  here.  Tell  these  gentlemen  what  the 
Government  is  doing  to  us. 

Mr.  GlAlMO.  I  concur.  And  there  are  many  people  whose  loans 
have  been  called  who  have  never  missed  a  payment.  They  are  all 
over  town  and  have  no  access  to  small  business  lenders. 

Senator  WARNER.  Please  go  back  to  those  colleagues  and  friends 
and  acquaintances  and  tell  them  that  you  did  share  their  views 
with  your  own  direct  testimony. 

I  thank  you,  Mr.  Chairman.  I  thank  the  witnesses. 

Chairman  Bond.  Any  further  questions  of  the  witnesses? 

Senator  Bumpers.  No. 

Chairman  Bond.  Gentleman,  thank  you  very  much.  You  have 
brought  to  us  a  very  clear  and  compelling  set  of  stories  and  we  ap- 
preciate very  much  what  you  have  shared  with  us  today.  We  have 
asked  certain  questions.  If  you  have  further  thoughts  on  them,  we 
would  invite  you  to  volunteer  those,  and  the  same  goes  for  the  peo- 
ple that  you  have  talked  to  and  the  others  who  may  be  in  the  audi- 
ence. If  you  know  of  small  businesses  who  either  want  to  reinforce 
or  add  different  items  to  the  testimony  you  have  given  today,  we 
would  welcome  having  their  comments  in  written  form.  Everything 
is  on  a  fast  track  and  we  are  trying  to  listen  to  as  many  people 
as  we  can  in  person,  but  we  are  obviously  limited  on  the  time,  so 
we  will  have  to  take  written  testimony  as  well. 

Gentlemen,  thank  you  very  much. 

Chairman  Bond.  Now  we  will  call  the  second  panel.  On  that 
panel  will  be  Robert  Vamey,  Ph.D.,  chairman  of  the  Greater  Wash- 
ington Chapter,  Council  of  Growing  Companies,  and  president  of 
RobSan  Corporation  of  Reston,  Virginia;  Gary  F.  Petty,  president 
and  chief  executive  officer.  National  Moving  and  Storage  Associa- 
tion, and  chairman  of  the  board  of  the  Small  Business  Legislative 
Council;  Lew  Shattuck,  president  of  Barre  Granite  Association, 
Barre,  Vermont,  Board  of  Trustees,  National  Small  Business  Unit- 
ed; and  Virginia  Littlejohn,  past  president.  National  Association  of 
Women  Business  Owners,  president,  the  STAR  Group  and  Global 
Strategies  of  Chevy  Chase,  Maryland. 

I  would  like  to  extend  a  warm  welcome  to  this  panel,  as  well,  and 
to  say  that  we  are  delighted  to  have  you  before  us  to  share  your 


91-016  0-95-2 


30 

views.  As  I  mentioned  at  the  other  panel,  we  will  accept  all  of  the 
written  statements  in  full  and  they  will  be  carefully  scrutinized. 
We  would  invite  you  to  try  to  keep  your  comments  within  the 
framework  as  indicated  by  the  lights,  so  that  we  will  have  time  for 
questions  and  be  able  to  conclude  this  panel  in  the  time  that  we 
have  set  forth.  First,  let  us  begin  with  Dr.  Varney.  Welcome. 

STATEMENT  OF  ROBERT  C.  VARNEY,  PH.D.,  CHAIRMAN, 
GREATER  WASHINGTON  CHAPTER,  COUNCIL  OF  GROWING 
COMPANIES;  PRESIDENT,  ROBSAN  CORP.,  RESTON,  VIR- 
GINIA; AND  PAST  CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFI- 
CER, INTERNATIONAL  TELESYSTEMS  CORP. 

Dr.  Varney.  Thank  you.  Good  afternoon,  Chairman  Bond  and 
members  of  the  committee.  I  do  thank  you  for  inviting  me  here 
today.  It  is  a  privilege  to  be  here  and  to  share  some  of  my  views 
as  an  entrepreneur  and  I  believe  it  is  foundational,  this  idea  of 
entrepreneurism,  in  the  United  States  economy.  Chairman  Bond,  I 
was  very  pleased  to  hear  your  opening  statement  as  an  advocate 
of  small  business,  searching  for  appropriate  ways  to  promote  entre- 
preneurship  and  growing  businesses  in  our  country. 

Let  me  encourage  you  as  well  to  focus  on  a  specific  segment  of 
small  businesses,  those  that  I  call  mid-size  companies.  And  these 
are  companies  that  experience  significant  growth,  are  distinct  from 
many  of  the  small  companies  that  service  our  local  communities. 
These  are  companies  whose  growth  exceeds  30  percent  per  year; 
companies  that  provide  goods  and  services  well  beyond  the  local 
community  and  possibly  do  global  servicing  as  well.  The  mid-size 
companies  in  fact  function  a  lot  the  same  way  as  the  Fortune  500 
companies.  But  unlike  the  Fortune  500  companies  which  lost  about 
3.9  million  jobs  in  the  last  decade,  mid-size  businesses  have  gained 
19  million.  So  I  am  certainly  a  proponent  of  the  mid-size  compa- 
nies. 

My  name,  as  was  stated  earlier,  is  Bob  Varney.  And  I  represent 
these  companies  as  chairman  of  what  is  called  Council  of  Growing 
Companies.  It  is  a  national  organization  with  chapters  around  the 
country  made  up  entirely  of  CEOs  of  companies.  I  have  been  an  en- 
trepreneur for  18  years.  I  have  founded  four  different  companies 
during  that  period  of  time.  The  first  one  was  a  high-tech  firm  spe- 
cializing in  hardware,  software  architecture  doing  mostly  Navy 
work.  The  next  one  was  the  Macintosh  Software  Development  Com- 
pany. I  did  a  number  of  commercial  real  estate  ventures  through 
a  real  estate  firm  that  I  founded.  And  the  last  was  a  telecommuni- 
cations company.  Two  of  these  were  successes  resulting  in  public 
companies  for  which  the  Government  has  gotten  probably  its  fair 
share  of  my  taxes.  One  was  mediocre  and  break-even  and  still  in 
existence.  And  the  fourth  one  was  one  that  I  closed  the  doors  on 
in  less  than  a  year,  because  I  did  not  want  to  sink  the  funds  into 
it. 

My  most  recent  venture  was  the  telecommunications  company 
called  International  Telesystems  Corporation,  ITC.  We  designed, 
developed,  manufactured,  sold  and  serviced  voice  data  systems  pri- 
marily to  Fortune  1,000  companies.  ITC  emerged  from  a  small  con- 
sulting firm  that  was  just  one  project  that  started  in  1986  when 
I  joined  the  firm.  When  I  joined  it,  there  was  a  couple  hundred 
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thousand  dollars  of  debt  and  no  sales.  The  products  that  we  sold 
eventually  sold  for  $125,000  a  piece  up  to  a  million  dollars  per  sys- 
tem, depending  on  the  configuration.  And  they  generally  paid  back 
in  less  than  six  months  and  these  were  wonderful  products  due  to 
their  high  productivity. 

From  1986,  when  I  started  the  company,  it  grew  to  about  $4  mil- 
lion in  revenues  by  1988.  The  products  that  we  sold  were  high-tick- 
et items,  and,  therefore,  on  a  monthly  basis  we  sold  about  one-and- 
a-half  systems  a  month.  As  you  can  imagine,  selling  in  those  small 
numbers,  there  were  some  months  that  went  by  when  no  systems 
got  sold.  Cash  flow,  therefore,  was  a  very  critical  item,  as  it  is,  I 
am  sure,  to  all  small  businesses. 

So  as  a  result  of  that,  I  was  out  looking  for  venture  funds.  I  man- 
aged to  raise  $2.5  million  of  venture  capital,  $250,000  of  which  was 
direct  SBIC  funds.  So  one  of  my  investors  was  taking  advantage  of 
the  SBIC  program.  Before  the  financing  we  had  40  employees.  The 
following  year,  after  the  financing,  we  nearly  doubled  the  employ- 
ees and  more  than  doubled  the  revenues.  So  with  the  help  of  the 
SBIC,  as  well  as  the  private  venture  funding,  we  were  able  to 
greatly  expand  the  company. 

Before  merging  with  the  public  company,  we  did  have  another 
opportunity  through  Jupiter  National  to  get  another  $845,000  in 
SBIC  funds.  I  should  comment  at  this  point  that  relative  to  some 
of  the  gentlemen  in  the  previous  panel  on  banking,  it  was  during 
that  same  period  that  I  had  to  go  back  to  my  venture  funds  to  get 
another  million  dollars  because  my  bank  was  squeezing  hard  on 
me.  I  was  apparently  qualified  when  I  was  smaller,  but  when  I  got 
larger,  I  was  not  qualified  anymore. 

So  allow  me,  if  you  would,  to  mention  three  specific  areas  that 
I  think  are  critical.  The  first  one  has  to  do  with  the  availability  of 
capital.  As  you  heard  from  my  personal  experience,  the  availability 
of  capital  in  significant  amounts  is  essential  to  growing  businesses 
and  therefore  essential  to  the  U.S.  economy.  Capital  in  the  form  of 
equity  is  especially  valuable  in  our  particular  capitalistic  economy. 

Many  of  us  know  by  experience  that  equity  growth  so  far  out- 
weighs salary  that  you  find  entrepreneurs  who  begin  companies 
with  salaries  that  are  far  less  than  they  have  received  before,  many 
times  being  down  to  zero.  I  know  that  I  started  off  with  ITC  earn- 
ing half  of  what  I  earned  the  year  before.  And  there  were  months 
that  followed  in  which  I  earned  nothing. 

Nevertheless,  through  equity  growth  the  taxes  that  I  wound  up 
paying  in  1994  exceeded  the  salary  that  I  earned  before  I  started 
ITC  by  a  factor  of  two.  The  equity  incentive  that  provides  is  signifi- 
cant. 

Whatever  you  can  do  to  encourage  investment  participation  by 
institutions,  private  investors,  key  employees  as  well  as  the  bank- 
ers will  result,  I  think,  in  a  boost  to  the  U.S.  economy.  Consider 
the  following  areas,  if  you  would:  matching  private  investments 
with  Federal  investments,  reducing  the  capital  gains  tax,  improv- 
ing tax  treatment  under  the  employee  stock  options,  and  improving 
tax  treatment  for  investor  warrants,  as  well. 

I  believe  that  equity  incentives  provide  greater  investments,  they 
provide  greater  equity  growth  which  leads  to  a  substantially  higher 
tax  base  and  therefore  revenues  to  the  Federal  Government.  It  has 
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been  my  experience  that  the  growth  path  flows  very  nicely  in  that 
direction. 

Another  area  is  one  of  trying  to  reduce  things,  and  that  is  re- 
duced regulations.  Small  and  mid-sized  companies  produce  many 
goods  and  services  that  compete  with  Fortune  500  companies  and 
the  regulations  have  often  been  designed  to  be  handled  by  larger 
companies,  and  smaller  companies  have  a  great  deal  of  difficulty 
and  cost  a  lot  of  money  to  be  able  to  handle  these.  In  fact,  I  am 
sure  that  there  were  regulations  that  we  were  supposed  to  comply 
with  in  our  company  that  we  could  not  get  to  because  we  did  not 
even  know  they  existed. 

Regulations  by  themselves  are,  in  fact,  a  disincentive.  They  do 
not  foster  economic  growth,  I  do  not  believe,  and  perform  mostly 
defensive  measures.  I  took  a  look  at — my  wife  is  a  small  business 
owner,  as  well.  She  has  a  dental  practice,  a  fairly  large  one.  I  took 
a  look  in  her  office  just  last  night  and  there  were  signs  all  over  the 
wall  showing  employees  what  their  rights  were.  The  immediate 
thought  that  came  to  mind  is  that  this  separates  employer  from 
employee.  It  cuts  out  the  team  concept  and  it  puts  the  employer  in 
a  very  defensive  mode.  Things  that  we  might  be  able  to  do — to  re- 
duce that — would  be  helpful. 

On  the  legal  liability  side,  though  we  may  in  fact  have  the  best 
legal  system  in  the  world,  I  think  many  of  us  agree  that  this  legal 
process  has  become  an  economic  disaster.  Everyone  is  fearful  of  li- 
ability because  suits  have  become  so  commonplace.  Moreover,  the 
outcome  of  civil  litigation  has  become  much  more  a  consequence  of 
economic  compromise  than  anything  at  all  to  do  with  justice.  I 
think  that  is  a  very  sad  commentary. 

We  all  know  this  and  most  of  us  have  been  in  the  uncomfortable 
experience  of  looking  at  ourselves  in  the  mirror  and  saying:  "it  is 
cheaper  if  I  settle  this  than  if  I  continue  on  through."  And  often 
for  the  sake  of  the  cost  of  the  funds  and  the  time  involved  and  the 
emotion  involved,  we  settle  even  though  we  do  not  feel  an  ounce 
of  guilt.  So  anything  that  you  might  be  able  to  do  to  help  on  the 
litigation  side  would  be  greatly  appreciated. 

Thank  you  for  your  time  today. 

[The  prepared  statement  and  attachment  of  Dr.  Vamey  follows:] 
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Testimony  of  Dr.  R.  C.  Varney 

United  States  Senate 

Committee  on  Small  Business 

February  16,  1995 


Good  afternoon  Chairman  Bond  and  Members  of  the  Committee  Thank  you  for 
inviting  me  to  appear  before  you  today  It  Is  indeed  a  privilege  to  be  here  to  share  with 
you  some  of  my  experiences  and  my  views  as  an  entrepreneur.  I  believe 
entrepreneurship  is  foundational  in  our  U.  S.  economy  and  I  hope  you  will  find  my 
testimony  helpful  in  your  upcoming  decisions  about  the  Small  Business  Administration 
(SBA) 

Chairman  Bond,  I  was  very  pleased  with  your  statement  that  the  SBA  should  be 
an  advocate  for  small  business  and  that  you  are  searching  for  appropriate  ways  to 
promote  entrepreneurship  and  growing  businesses  in  this  country.  Let  me  encourage 
all  of  you  to  focus  some  of  your  attention  to  a  specific  segment  of  small  businesses  that 
I  call  "mid-sized  companies  "  These  are  companies  which  are  experiencing  significant 
growth,  and  which  are  distinct  from  the  many  (and  also  important)  reasonably  static 
small  businesses  which  serve  our  local  communities.  These  are  companies  whose 
growth  exceeds  30%  year  in  and  year  out.  These  are  companies  which  provide  goods 
and  services  beyond  their  local  community  and  may  even  serve  the  world.  These  mid- 
sized companies  function  in  many  ways  like  the  Fortune  500  in  regard  to  the  kinds  of 
products  and  services  they  offer.  But,  unlike  the  Fortune  500  companies,  which  lost 
3.9  million  jobs  in  the  last  decade,  these  mid-sized  companies  provided  19  million 
new  jobs  during  that  same  time  period. 

My  name  is  Bob  Varney  and  I  represent  mid-sized  companies  through  an 
organization  called  the  Council  of  Growing  Companies,  which  is  a  national 
organization  with  chapters  around  the  country  Personally,  I  have  been  an 
entrepreneur  for  18  years  I  have  founded  four  companies  during  that  time:  a  high 
tech  consulting  firm  specializing  in  hardware  and  software  architecture  for  the  Navy,  a 
Macintosh  software  development  company,  a  commercial  real  estate  development 
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firm,  and  a  telecommunications  company  Two  were  successes  resulting  In  a  public 
company  one  was  mediocre  and  break-even,  and  one  I  closed  the  doors  after  one 
year  before  investing  significant  funds 

My  most  recent  venture  was  the  telecommunications  company  called 
International  Telesystems  Corporation  (ITC),  which  designed,  developed, 
manufactured,  sold  and  serviced  a  voice/data  system  sold  primarily  to  Fortune  1000 
companies.  ITC  emerged  from  a  small  consulting  firm  in  1986  with  about  $200,000  in 
debt  and  no  sales  in  December  1993  we  merged  with  one  of  our  competitors  to 
become  the  revenue  and  profit  leader  in  our  industry.  The  systems  were  priced 
between  $125,000  and  $1,000,000  and  generally  paid  for  themselves  in  six  months, 
because  of  their  tremendously  high  productivity. 

By  1988  ITC  had  grown  to  about  $4M  in  revenues  and  was  marginally 
profitable  Since  our  products  were  high-ticket  items  and  with  some  of  our  revenues 
coming  from  servicing  our  products,  $4M  in  revenues  meant  that  we  averaged  1.5 
systems  per  month.  Those  of  you  familiar  with  small  businesses  know  that  cash  flow  is 
everything  in  the  early  years.  And  with  the  number  of  units  sold  per  month  being  so 
small,  statistically  you  know  that  there  were  months  during  which  no  systems  were 
sold!  When  the  company  was  small.  I  could  personally  afford  to  meet  payroll  when 
cash  was  short,  but  as  the  company  grew  the  cash  requirements  grew  as  well. 

Consequently,  we  raised  $2.5M  from  the  venture  capital  community  in  June 
1989,  where  approximately  $250,000  were  SBIC  funds.  Before  the  financing,  we  had 
about  40  employees.  The  following  year  we  more  than  doubled  the  revenues  and 
nearly  doubled  the  employees.  About  a  year  prior  to  the  merger,  Jupiter  National 
added  another  $845,000,  all  of  which  was  SBIC  funding. 

Without  the  equity  financing,  we  certainly  would  not  have  been  able  to  expand 
to  meet  the  market  demand  And  given  the  cash  flow  irregularities,  we  may  have  been 
forced  to  close  our  doors.   Equity  funding  is  a  necessity.  .   ■- 

If  I  may,  allow  me  to  mention  three  areas  that  the  federal  government  can  be  of 
service  to  mid-sized  companies  and  thus,  to  the  U.  S.  economy  as  a  whole 
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•  Availability  of  capital 

As  you  heard  from  my  personal  experience,  the  availability  of  capital  in 
significant  amounts  is  essential  for  growing  businesses  Capital  in  the  form  of  equity  is 
especially  valuable  in  our  capitalistic  economy  Many  of  us  know  by  experience  that 
equity  growth  so  far  outweighs  salary  income  that  you  will  find  entrepreneurs  who 
begin  with  companies  at  a  salary  which  is  far  less  than  their  last  position  and  far  less 
than  a  similar  position  in  a  Fortune  500  company  Personally,  when  I  started  at  ITC, 
my  salary  was  half  the  salary  I  had  made  the  year  before.  But  through  equity  growth, 
the  taxes  alone  that  I  will  pay  for  1994  are  twice  what  my  salary  was  before  I  started 
with  ITC 

Equity  is  thus  a  strong  incentive  Whatever  you  can  do  to  encourage  investment 
participation  by  institutions,  private  investors,  key  employees,  and  bankers  will  result  in 
a  boost  to  the  U.  S.  economy.  Consider  the  following  areas:  matching  private 
investments  with  federal  investments;  reducing  the  capital  gains  tax;  improving  the  tax 
treatment  for  employee  stock  options;  improving  the  tax  treatment  for  investor  warrants. 
Let  me  say  that  I  believe  that  equity  incentives  provide  greater  investments  which  lead 
to  greater  equity  growth  which  then  leads  to  substantially  higher  tax  revenues  for  the 
federal  government. 

•  Reduced  regulations 

Although  mid-sized  companies  produce  many  goods  and  services  that  compete 
with  those  of  the  Fortune  500  companies,  small  and  mid-sized  companies,  especially 
those  with  under  $100M  in  revenues,  are  much  smaller  and  not  as  well  equipped  to 
respond  to  government  regulations.  In  addition,  those  regulations  have  often  been 
designed  because  of  public  difficulties  with  the  larger  organizations  It  seems 
unreasonable  to  me  to  impose  many  of  the  existing  federal  regulations  on  mid-sized 
companies  because  compliance  absorbs  an  inordinate  percentage  of  their  operating 
expenses. 

Regulations  are  a  disincentive.    They  do  not  foster  economic  growth,  but  are 
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only  a  defensive  measure  Since  a  thriving  economy  is  much  more  forgiving  than  a 
shDW  moving  economy,  I  shall  request  that  the  SBA  consider  mechanisms  under  its 
charter  that  will  allow  growing  businesses,  especially  those  under  $100M  in  revenues, 
to  be  relieved  of  a  large  amount  of  compliance.  In  a  thriving  economy  we  may  benefit 
from  trusting  that  entrepreneurs  will  actually  take  better  care  of  consumers  than  the 
federal  government  can  do  through  regulation. 

■  Legal  liability 

Though  we  may  still  have  the  best  legal  system  in  the  world,  many  of  us  agree 
that  the  legal  process  has  become  an  economic  disaster  Everyone  is  fearful  of 
liability  because  suits  have  become  so  commonplace.  f\/loreover,  the  outcome  of  civil 
litigation  has  become  much  more  a  consequence  of  economic  compromise  than  of 
justice  -  a  sad  commentary  indeed!  We  ail  know  this.  Most  of  us  have  had  the 
uncomfortable  experience  of  admitting  to  ourselves  in  the  midst  of  litigation:  "it  is 
cheaper  to  pay  my  opponent  to  settle  this  suit  than  it  is  to  continue  the  litigation." 
Surely,  this  is  out  of  balance 

Though  this  may  be  far-reaching  for  the  SBA,  I  shall  request  that  you  consider 
ways  to  protect  small  and  mid-sized  companies  from  expensive  litigation. 

Chairman  Bond  and  f\/lembers  of  the  Committee,  thank  you  for  listening  to  me 
today.  Can  I  answer  any  questions  for  you? 
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Chairman  BOND.  Thank  you  very  much,  Dr.  Varney.  Now  we  will 
go  to  Mr.  Shattuck. 

STATEMENT  OF  LEWIS  A.  SHATTUCK,  EXECUTIVE  VICE  PRESI- 
DENT, BARRE  GRANITE  ASSOCIATION,  BARRE,  VERMONT, 
AND  BOARD  OF  TRUSTEES,  NATIONAL  SMALL  BUSINESS 
UNITED 

Mr.  Shattuck.  Mr.  Chairman,  I  am  Lew  Shattuck.  I  am  rep- 
resenting here  National  Small  Business  United.  I  currently  serve 
as  the  executive  vice  president  of  the  Barre  Granite  Association  in 
Barre,  Vermont,  an  association  of  some  100  companies  in  central 
Vermont  that  produce  and  quarry  some  of  the  finest  granite  in  the 
world.  Many  of  the  BGA  members  benefit  from  the  services  of  the 
BGA  and  have  through  the  years. 

For  25  years  I  was  the  staff  director  and  president  of  the  Small 
Business  Association  of  New  England,  and  in  that  time  I  spent  a 
lot  of  time  trying  to  strengthen  and  improve  the  programs  of  the 
SBA.  I  also  serve  now,  presently,  and  have  for  about  a  dozen  years, 
on  the  SBA  National  Advisory  Council.  NSBU,  as  you  know,  rep- 
resents over  65,000  small  businesses  in  all  50  States  and  also  was 
instrumental  in  bringing  together  a  cross-section  of  grass-roots 
small  business  associations. 

Mr.  Chairman,  for  me  it  is  quite  discouraging  that  the  SBA  finds 
itself  once  again  faced  with  the  task  of  justifying  its  existence.  Why 
this  agency,  with  over  40  years  of  extraordinary  accomplishment  in 
economic  development  must  be  put  in  the  position  of  justifying  it- 
self is  a  mystery  for  me  or  I  think  most  people  who  have  taken  the 
time  and  effort  to  review  its  past  and  become  even  remotely  famil- 
iar with  the  present. 

When  the  agency  was  founded,  in  1953,  under  President  Eisen- 
hower and  a  Republican  Congress,  the  economy  at  that  time  was 
in  pretty  rough  shape.  There  was  a  serious  deficit  and  the  Korean 
War  was  costing  a  lot  of  money.  Yet  the  Congress  went  ahead,  at 
that  time,  with  the  national  priority  of  creating  the  SBA  by  joining 
together  two  agencies,  one  in  the  finance  area  and  one  to  help  Gov- 
ernment procurement  so  that  small  businesses  could  take  part  in 
Government  business. 

One  of  the  primary  motivating  factors  in  an  agency  for  small 
business  then  and  now  is  to  continue  a  competitive  free  enterprise 
system.  An  economy  dominated  by  monopolistic  big  businesses  was 
a  real  fear  in  the  1950s.  Access  to  credit  through  a  loan  program 
providing  long-term  finance  was  seen  as  crucial  to  the  survival  and 
growth  of  small  business.  Government  policy  was  also  directed  at 
having  a  competitive  marketplace,  and  I  feel  that  that  was  urgent 
then,  Mr.  Chairman,  and  is  urgent  now  in  terms  of  the  priorities 
of  the  agency. 

I  believe  that  in  responding  to  these  two  major  needs,  the  SBA 
responded  very  well  with  a  loan  program  and  a  procurement  pro- 
gram. Through  the  years  these  programs  have  undergone  enor- 
mous change  to  meet  shifting  national  goals.  For  instance,  the 
early  finance  program  was  almost  all  direct  loans.  There  are  prac- 
tically none  now,  as  you  know.  Therefore,  they  are  not  Government 
obligations. 
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The  earliest  SBA  involvement  in  management  systems  was  with 
SBA  employees,  who  probably  knew  very  little  about  entrepreneur- 
ship.  Now  the  SBA  is  into  leveraging  its  services,  Mr.  Chairman. 
The  loan  program  today,  for  every  dollar  of  taxpayer's  money,  pro- 
duces 35.5  cents.  In  the  current  budget  for  1996  that  the  President 
has  come  up  with,  it  would  be  50-to-l,  $50-to-l.  I  think  those  are 
very,  very  good  leveraging  of  private  sector  money  to  public  re- 
sources. 

In  the  case  of  business  development  loans,  it  is  $200  for  every 
dollar  of  Government  money.  So  I  think  we  have  here  an  excellent 
blending  of  Government  resources  and  private  incentives  that  has 
worked  very,  very  well. 

The  SBA  has  come  a  long  way  in  40  years,  Mr.  Chairman,  and 
I  do  not  think  it  deserves  the  pounding  it  has  received  from  the  so- 
called  think  tanks  such  as  the  Heritage  Foundation,  the  Hoover  In- 
stitution, or  the  Cato  Institute.  When  it  comes  to  the  SBA,  these 
groups  have  never  gotten  it  right  and  they  never  will.  Long-haired 
academics  and  entrepreneurs  do  not  mix  and  they  never  will. 

I  am  pleased  to  see  that  through  the  years,  Mr.  Chairman,  new 
services  have  been  introduced  as  the  agency  has  matured.  The  in- 
troduction of  the  SCORE  program.  Service  Corps  of  Retired  Execu- 
tives. In  the  1970s  we  had  the  creation  of  the  Small  Business  De- 
velopment Centers.  Today  there  are  900  of  these  centers  in  50 
States.  The  demand  is  greater  than  their  ability  to  produce.  And 
they  do  not  even  advertise.  Senator.  So  here  is  a  case  of  tremen- 
dous consumer  acceptance  in  the  small  business  sector,  a  Federal- 
State  partnership. 

In  the  1970s  the  Office  of  Advocacy  was  started.  This  has  helped 
to  create  one  of  the  most  important  missions  at  the  agency,  putting 
together  data  that  otherwise  had  been  solely  provided  of  the  big 
businesses. 

Every  three  years,  when  the  SBA  comes  up  for  authorization, 
there  are  oversight  hearings  and  the  committee  churns  and 
changes  the  direction  of  the  agency  to  meet  the  needs  of  the  time. 
And  I  commend  this.  Senator.  I  think  also  we  have  to  realize  that 
these  oversight  hearings,  although  important  in  light  of  the  present 
climate,  we  have  to  realize  the  agency  is  doing  today  what  it  is 
doing  pretty  much  because  that  is  what  the  small  business  sector, 
the  entrepreneurial  sector,  has  come  to  demand  as  being  vital  to 
its  future. 

I  guess  the  question  is.  If  the  agency  has  done  all  the  wonderful 
things  that  it  has  done,  that  I  have  said  it  has  done,  how  come  it 
gets  so  little  attention?  It  certainly  does  in  the  grass-roots  area. 
Senator.  I  can  tell  you  for  sure  that  in  areas  outside  of  Washington, 
D.C.,  the  SBA  is  very  much  appreciated.  Success  stories  are  com- 
mon. 

And  in  fact,  in  such  States  as  New  Hampshire,  the  dramatic  low- 
ering of  bankruptcies  in  that  State  has  been  due  to  the  work  done 
by  the  SBA  in  a  pilot  program  in  1991  and  1992.  It  has  worked 
and  it  has  done  wonders  in  terms  of  providing  the  types  of  support 
that  are  necessary  to  the  small  business  sector. 

I  think  it  is  interesting  also,  a  GAO  report  that  came  out  Janu- 
ary of  this  year,  which  was  called  upon  for  the  House  Budget  Com- 
mittee. If  I  may  summarize,  very  briefly,  it  indicates  that  the  SBA 
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provides  60  percent  of  all  the  long-term  credit  in  this  country.  Sixty 
percent.  So  when  you  hear  the  scatterbrained  statistics  that  say 
the  SBA  only  impacts  1  percent  of  the  total  number  of  businesses 
in  the  United  States,  I  am  telling  you  the  companies  who  want  to 
grow  must  have  long-term  credit  and  the  SBA  does  60  percent  of 
the  job.  That  is  awesome,  Senator,  in  my  opinion. 

In  terms  of  streamlining  the  agency,  I  do  not  know  of  any  agency 
that  has  been  more  streamlined  through  the  years  than  the  SBA. 
The  budget  has  been  lowered  from  $1.2  million  to  $800,000.  And 
rumors  that  the  current  target  for  the  budget  should  be  reduced  to 
$546  million,  then  I  say  to  you,  Mr.  Chairman,  that  will  make  the 
services  of  the  agency  undeliverable  at  that  figure. 

I  would  instead  suggest,  sir,  or  just  ask  you,  how  many  agencies 
do  you  know  in  the  Federal  Government  have  gone  through  a  25- 
percent  reduction  in  manpower  from  1980  to  1984?  That  is  an 
awful  lot  of  people.  So  I  think.  Senator,  the  agency  has  done  a 
great  job. 

I  think  it  is  important  that  we  look  at  this  as  business  people, 
and  as  you  have  too.  So  let  us  look  at  what  is  the  bottom  line,  Mr. 
Chairman?  The  bottom  line  is  that  there  are  many  more  businesses 
now  than  there  were,  49  percent  more,  in  1982.  Small  business  em- 
ploys over  50  percent  of  the  employees  now.  That  is  dramatically 
up.  In  1993  the  small  business  sector  accounted  for  71  percent  of 
job  growth.  And  between  1988  and  1991,  those  that  employed  zero 
to  four  employees  accounted  for  all  but  2.6  million  new  jobs  over 
that  three  year  period. 

So  I  think,  Mr.  Chairman,  by  any  standards,  the  agency  has  been 
able  to  produce  way  above  the  investment  on  the  part  of  the  Fed- 
eral Government.  And  I  think  we  also  have  to  look  at  where  it 
should  be  tomorrow.  Tomorrow  it  should  be — the  White  House  Con- 
ference is  coming  up,  there  have  been  numerous  surveys.  And  if 
you  ask  small  businesses  what  their  needs  are,  they  will  say  A, 
credit;  B,  quality  education  and  training;  C,  advocacy;  and  D,  disas- 
ter relief 

Of  course,  the  disaster  relief  program  of  the  SBA  covers  not  just 
businesses  but  homeowners.  There  have  been  1,250,000  disaster 
loans  since  1953  for  $22  billion. 

And  speaking  of  disasters,  Mr.  Chairman,  we  saw  how  Kobe, 
Japan,  weathered  its  disaster  without  a  program  such  as  the  SBA 
offers  businesses  in  this  country.  I  fear  that  our  country's  next  dis- 
aster will  not  be  natural,  from  wind,  fire,  earthquakes  or  drought. 
I  feel  it  will  be  that  if  Congress,  in  spite  of  SBA's  overwhelming 
record  of  success,  cuts  the  heart  and  soul  out  of  this  agency;  it 
would  produce  a  much  more  severe  disaster  than  Mother  Nature 
could  ever  produce,  in  every  State,  in  every  city,  and  every  town 
in  this  country.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Shattuck  follows:] 
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Lewis  A.  Shattuck 
Barre  Granite  Association 

On  Behalf  of 
National  Small  Business  United 

Mr.  Chairman  and  Members  of  the  Committee: 

Good  afternoon.  I  am  Lewis  A.  Shattuck,  representing  National  Small  Business 
United.  I  currently  serve  as  Executive  Vice  President  of  the  Barre  Granite  Association 
(BGA),  an  Association  of  nearly  100  companies  in  Central  Vermont.  The  membership 
includes  quarries  and  manufacturers  of  some  of  the  world's  finest  granite  products. 
Many  BGA  members  benefit  from  the  services  of  the  SBA  and  make  a  significant 
contribution  to  the  Vermont  economy.  For  25  years,  I  was  the  staff  director  and 
President  of  the  Smaller  Business  Association  of  New  England  (SBANE).  From  1 965 
to  1990,  I  was  a  leader  in  a  national  grassroots  organization  of  small  businesses  to 
oversee  and  support  a  stronger  and  more  effective  Small  Business  Administration.  I 
am  also  on  the  SBA's  National  Advisory  Council,  and  have  been  on  and  off  for  over 
a  decade. 

National  Small  Business  United  represents  over  65,000  small  businesses  in  all 
fifty  states.  Our  association  works  with  elected  and  administrative  officials  in 
Washington  to  improve  the  economic  climate  for  small  business  growth  and 
expansion.  We  have  always  worked  on  a  bi-partisan  and  pro-active  basis.  In  addition 
to  individual  small  business  owners,  the  membership  of  our  association  includes  local, 
state,  and  regional  small  business  associations  across  the  country. 

I.  The  SBA:  an  Overview 
It  is  very  discouraging  that  the  SBA  finds  itself,  once  again,  faced  with  the  task 
of  justifying  its  existence.  Why  this  agency,  with  over  40  years  of  extraordinary 
accomplishment  in  economic  development,  must  be  put  in  a  position  of  justifying  itself 
is  a  mystery  to  me  or  anyone  else  who  has  taken  the  time  and  effort  to  review  its 
past  and  become  even  remotely  familiar  with  the  agency. 

The  Agency's  Beginning 

When  it  was  founded  in  1953,  under  President  Eisenhower  and  a  Republican 
Congress,  the  economy  was  not  in  very  good  shape  and  the  government  was  faced 
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with  a  serious  deficit  for  those  times.  Still,  the  Congress  passed  legislation  to  create 
a  Small  Business  Administration,  even  though  few  other  spending  measures  would 
emerge  because  of  the  high  costs  of  the  Korean  War.  The  embryonic  SBA  was  a 
merger  of  two  agencies:  the  Reconstruction  Finance  Commission  (RFC),  the 
depression-created  finance  agency,  and  the  Small  Defense  Plants  Corporation  (SDPC), 
which  originated  to  ease  small  nnanufacturers'  entry  into  World  War  11  government 
procurerr>ent. 

One  of  the  primary  motivating  factors  in  an  agency  for  small  business  was  to 
ensure  the  continuance  of  a  competitive  free  enterprise  system.  An  economy 
dominated  by  monopolistic  big  business  was  a  real  fear  in  the  1950s.  Access  to 
credit  through  a  loan  program  providing  long-term  finance  was  seen  as  crucial  to  the 
survival  and  growth  of  small  business.  Government  policy  was  also  directed  at  having 
competitive  markets  in  the  purchase  of  goods  and  services.  Government  purchasers 
did  not  want  to  be  faced  with  a  government  purchasing  environment  limited  to  a  few, 
giant,  companies. 

To  both  concerns,  I  believe  that  the  SBA  has  responded  very  well,  with  crucially 
important  loan  and  procurement  programs.  Through  the  years,  these  programs  have 
undergone  enormous  change  to  meet  shifting  national  goals.  For  instance,  the  early 
finance  program  was  direct  loans  which  were  government  monies  and  obligations  and 
not  guarantees  with  the  bank's  money.  The  earliest  SBA  involvement  in  management 
assistance  or  educational  support  was  with  SBA  employees  or  bureaucrats,  many  of 
whom  had  never  run  a  small  business. 

The  idea  of  leveraging  government  resources  with  the  private  sector,  with  the 
incredible  ratios  that  we  see  today,  were  a  long  time  coming. 

The  SBA  has  conr>e  a  long  way  in  40  years.  It  does  not  deserve  the  pounding 
it  has  received  from  the  so-called  think  tanks,  such  as  the  Heritage  Foundation, 
Hoover  Institution,  or  the  Cato  Institute.  When  it  comes  to  the  SBA,  these  groups 
have  never  gotten  it  right,  and  they  never  will.  Long-haired  academics  and 
entrepreneurs  do  not  mix,  and  they  never  will. 
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New  S«rvicas  Introduced 

The  introduction  of  SCORE  (Service  Core  of  Retired  Executives),  SBDCs  (Snnall 
Business  Development  Centers)  and  other  managerr>ent  assistance  programs,  are  great 
success  stories  and  accomplishments  for  which  the  agency  and  Congress  can  be  very 
proud. 

In  the  late  1 970s,  the  SBDCs  began  on  a  small  scale  in  a  half-dozen  states. 
Today,  SBDCs  are  in  50  states,  and  the  demand  for  their  services  outstrips  their 
resources.  •  » .        -•- 

In  the  early  1970s,  the  Office  of  Advocacy  was  created  and  has  evolved  into 
one  of  the  most  important  missions  of  the  Agency.  The  requirement  that  there  be  an 
annual  State  of  Small  Business  Report,  which  became  a  law  in  the  early  1980s,  forced 
the  government  to  get  its  data  together  on  a  segment  of  the  economy  that  had  been 
ignored,  in  the  shadow  of  big  business,  much  too  long. 

Every  three  years,  when  the  SBA  comes  up  for  reauthorization,  the  Congress 
has  oversight  hearings  to  determine  the  successes  and  failures  of  the  Agency.  This 
process  has  resulted  in  legislation  that  has  fine-tuned  the  Agency's  programs  and 
services  and  added  new  ones  to  meet  the  changing  national  priorities. 

During  the  late  1960s,  the  emphasis  was  on  minority  assistance  through 
numerous  programs,  including  the  awarding  of  8(a)  contracts,  with  the  SBA  as  the 
prinr>e  contractor. 

The  Snnall  Business  Investment  Company  (SBIC)  program,  introduced  in  1958, 
was  an  innovative  partnership  of  public  and  private  funding  that  has  broadened 
venture-capital  outreach.  The  track  record  of  support  of  fledgling  companies  that  later 
became  huge  successes  because  of  SBIC  support  are  legendary. 

Communications  Gap 

It  is  interesting  to  contrast  the  press  coverage  of  the  SBA  from  a  national 
versus  a  local  and  regional  basis.  Local  coverage  credits  the  Agency  with  being  ttig 
main  reason  for  an  improved  economy  in  scores  of  states  and  cities.  The  press 
frequently  attributes  the  decline  in  bankruptcies  in  various  states,  such  as  New 
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Hampshire,  to  the  role  of  the  SBA  in  pumping  guaranteed  loans  into  the  local 
economies. 

Streamlining  the  Agency 

No  other  federal  agency  has  had  more  personnel  cuts--in  spite  of  new  program 
demands— than  the  SBA.  In  recent  years,  the  SBA  budget  has  been  reduced  from 
$1.2  billion  to  its  current  $800  million.  There  is  speculation  that  the  next  budget 
target  could  be  as  low  as  $546  million;  if  this  is  accurate,  then  the  Congress  should 
know  that  such  a  drastic  further  reduction  would  simply  render  the  SBA  products 
undeliverable. 

The  SBA  staff  size  has  been  reduced  by  25%  from  1 980  to  1 994.  This  cut  has 
happened  in  spite  of  the  development  of  new  programs  during  the  past  two  years  and 
the  inability  of  the  Agency  to  accommodate  current  demand  for  7(a)  loans  and  SBDC 
support.  Any  future  reductions  of  SBA  are  out  of  the  question  if  this  country  wants 
to  continue  to  grow  its  economy  and  provide  jobs.  Instead,  Congress  should  be 
looking  at  ways  to  give  the  Agency  more,  rather  than  less  support.  We  have  an 
agency  that  actually  performs  efficiently  and  effectively  for  the  benefit  of  all,  and  it 
continues  to  be  expected  to  produce  more  with  less.  It  just  cannot  done,  and  I  would 
sincerely  hope  that,  through  the  work  of  this  committee,  some  light  will  be  shed  on 
the  enornrtous  contributions  of  the  SBA  for  this  country.  The  ultimate  irony  is  that 
while  practically  every  country  in  the  world  is  trying  to  establish  their  own  SBA,  the 
U.S.  has  been  slowly  squeezing  our  only  agency  for  small  business  and 
entrepreneurship  into  a  state  of  paralysis. 

II.   Why  Small  Businesses  Need  Assistance 

NSBU  is  convinced  that  there  is  a  strong  case  to  be  made  for  federal  assistance 
for  small  businesses,  in  discreet,  well  defined  areas.  I  will  attempt  to  outline  for  you 
today  why  we  believe  this  and  what  criteria  we  employ  to  reach  this  conclusion. 
There  are  various  programs  targeted  at  small  businesses  which  reside  in  federal 
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agencies  ranging  from  the  Export/Import  Bank  to  the  Department  of  Agriculture.  Any 
discussion  of  what  resources  are  available  for  small  businesses  should  include  these 
programs.  The  Congress  may  be  able  to  consolidate  many  of  these  programs  into  a 
single  agency,  such  as  a  new  SBA,  under  the  jurisdiction  of  this  committee.  Such  a 
step  would  avoid  redundancy  and  allow  Congress  and  a  single  agency  to  evaluate  the 
needs  of  small  business  more  clearly. 

What  Is  Small  Business? 

I  think  we  ought  to  begin  by  examining  the  small  business  community.  Who 
are  they  and  what  are  their  needs?  In  many  significant  ways,  the  nation's  small 
business  community  is  as  diverse  as  its  citizenry.  So  diverse,  in  fact,  that  defining 
"small  business"  is  a  larger  task  than  one  might  expect. 

Last  year,  about  21  million  businesses  filed  tax  returns.  Of  these,  only  7,000 
businesses  that  had  more  than  500  employees,  a  frequently  used  threshold  for 
defining  a  "big"  business.  About  6  million  businesses  operated  full-time  and  had  at 
least  one  employee.  Of  the  remaining  1 5  million  businesses,  some  are  full-time  self- 
employed  individuals,  while  others  are  employed  with  another  company  and  have 
performed  outside  work  for  which  they  have  filed  a  business  tax  return. 

These  businesses  range  from  one-person  tax  preparation  shops  to  300- 
empioyee  mining  companies,  from  family  farms  to  international  trade  consultants, 
from  computer  software  companies  to  corner  video  stores.  What  do  these  businesses 
have  in  common?  The  video  store  owner  might  not  even  consider  the  mining 
company  to  be  a  "small"  business.  But  given  that  it  directly  competes  with  enormous 
international  conglomerates,  the  mining  company  would  almost  certainly  consider 
itself  small. 

The  needs,  challenges,  and  opportunities  for  these  companies  are  profoundly 
diverse.  So  how  does  this  Committee  begin  to  contemplate  whether  and  how  the 
federal  governnnent  should  provide  programs  and  assistance  to  the  small  business 
community?  NSBU  believes  that  we  should  begin  with  the  assumption  that  free  and 
competitive  markets  work,  and  that  we  should  not  attempt  to  correct  problems  where 
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they  do  not  exist,  nor  where  there  is  not  a  clearly  identified  market  failure.  That  said, 
there  are  many  areas  in  which  srriall  businesses  need  assistance,  largely  because  of 
the  impact  of  government  regulations  on  the  workings  of  a  free  and  competitive 
market.  Though  these  regulations  are  not  necessarily  inappropriate,  they  often  hurt 
smaller  businesses  by  creating  enormous  economies  of  scale  for  larger  companies. 
Therefore,  we  believe  that  the  federal  government  should  focus  its  energies  on 
correcting  these  inequities. 

In  listening  to  our  members,  we  believe  that  the  areas  in  which  the  small 
business  community  needs  government  assistance  are:  1 )  credit  and  capital  formation; 
2)  education  and  training;  and  3)  regulatory  compliance.      , 

Credit  and  Capital  Formation 

No  resource  is  more  vital  to  starting,  running  and  growing  a  small  business  than 
capital.  Whether  in  the  form  of  debt  or  equity,  every  business  must  have  enough 
capital  to  nrteet  some  very  fundamental  needs  and  obligations.  And  even  businesses 
with  adequate  capital  for  long-term  investment  need  a  line  of  operating  credit  to  meet 
short-term  cash-flow  needs. 

Unfortunately,  small  businesses  have  traditionally  had  a  very  difficult  time 
raising  both  long-term  capital  and  short-term  credit.  From  a  bank's  perspective, 
processing  a  loan  requires  time  and  resources  that  have  little  to  do  with  the  size  or 
profit  margin  of  the  loan,  so  there  are  built-in  advantages  of  scale  for  banks  to  make 
larger  loans.  Moreover,  banks  generally  believe  it  is  easier  to  evaluate  the  risk  of 
lending  to  a  larger  business;  the  perceive  small  businesses  as  inherently  risky. 

In  addition  to  these  longstanding  disadvantages  for  small  businesses, 
governnr>ent  regulation  has  layered  on  still  more  incentives  for  banks  to  avoid  making 
small  business  k>ans.  Most  notably,  passage  of  the  1991  banking  reform  laws  and 
U.S.  adoption  of  the  Basel  Accords  have  decidedly  lessened  a  bank's  incentives  to 
make  small  comnnercial  and  industrial  loans.  Given  current  FDIC  capital  requirements 
(4  percent),  it  is  surprising  that  much  lending  happens  at  all;  every  percentage  point 
rise  in  this  ratio  saps  about  $20  billion  from  bank  lending.    At  the  same  time,  the 
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reserve  requirement  on  commercial  lending  is  set  at  8  percent,  while  the  reserve 
requirement  on  bank  investments  in  government  securities  is  not  more  than  1.6 
percent  (a  result  of  the  Basel  Accords).  In  order  for  commercial  loans  to  be  able  to 
compete  for  bank  assets  on  this  uneven  field,  their  rates  of  return  would  have  to  be 
artificially  high. 

As  a  result  of  these  impediments,  much  business  lending  has  simply 
disappeared.  In  1992,  U.S.  banks  held  about  $50  billion  less  in  business  loans  than 
they  did  one  year  earlier.  At  the  same  time,  banks  shifted  some  $70  billion  in  assets 
from  loans  to  other  investments,  such  as  government  securities.  The  backbone 

of  small  business  credit  supplies  has  traditionally  been  the  community  bank.  But  as 
the  banking  market  has  changed,  many  of  these  banks  have  disappeared  or  been 
taken  over  by  much  larger  banks.  At  the  very  least,  their  character  has  been  changed 
by  ever-tighter  banking  regulations:  they  are  forced  to  fit  loans  into  prescribed  boxes 
in  order  to  satisfy  the  federal  regulators.  The  so-called  character  loan  that  once  was 
a  staple  of  small  business  lending  has  all  but  disappeared,  even  at  community  banks. 
But  nnostiy,  the  community  banks  themselves  are  disappearing.  In  1980,  there  were 
12,600  U.S.  banks;  by  1990,  there  were  only  9,600. 

Collectively,  these  factors  are  a  prescription  for  a  major  decline  in  bank  lending 
to  small  businesses-which  we  have,  in  fact,  seen. 

For  all  of  the  reasons  listed  above,  we  think  that  there  is  a  clear  case  for  federal 
assistance  for  small  business  in  the  credit  and  capital  area.  Essentially,  small 
businesses  face  an  artificially  risk-averse  banking  community.  Reversing  the  causes 
of  this  risk-aversion  would,  for  starters,  mean  ending  reserve  requirements  and  firing 
all  the  bank  examiners-hardly  a  likely  scenario.  Short  of  such  action,  the  most 
obvious  way  to  obviate  banks'  risk-aversion  is  to  reduce  the  risk.  A  federal  guarantee 
is  the  most  direct  method  for  achieving  that  goal,  which  is  the  primary  reason  that  a 
guaranteed  loan  program  is  the  flagship  program  of  the  Small  Business  Administration. 

Last  year,  banks  o^de  about  $100  billion  in  commercial  loans  to  small 
businesses  (loans  of  less  than  $1  million).  Of  these  loans,  only  16  percent  had  a 
maturity  date  of  nr>ore  than  one  year.   Meanwhile,  SBA-backed  loans  accounted  for 
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$10.5  billion  in  loans,  and  the  average  maturity  for  a  7(a)  loan  was  11  years.  The 
fact  of  the  matter  is  that  the  SBA  loan  programs  are  the  primary  source  of  small 
business  long-term  bank  financing. 

Should  the  program  be  changed?  Certainly,  a  simplification  of  the  loan  approval 
process,  an  effort  to  bring  more  banks  in  as  certified  lenders,  and  an  increased  federal 
commitment  to  the  program  would  all  make  more  loans  available,  allowing  more  small 
businesses  to  grow  and  create  more  jobs.  It  might  also  be  possible  to  reduce  the 
administrative  overhead  necessary  for  the  SBA  to  implement  the  program,  freeing  up 
more  funds  to  back  more  loans.  But  there  is  nothing  fundamentally  wrong  with  the 
nature  of  the  SBA  loan  programs,  except  that  funding  restrictions  prevent  them  from 
being  available  to  many  small  business  that  could  use  them. 

Education  &  Training 

With  the  crush  of  new  local,  state,  and  federal  regulations,  the  opportunities 
and  challenges  posed  by  new  technology,  and  heightened  competition  from  around 
the  globe,  today's  small  business  owners  must  become  experts  in  more  areas  than 
every  before.  Unfortunately,  there  are  relatively  few  resources  available  for  small 
business  owners  to  easily  gain  new  expertise  and  management  skills. 

The  U.S.  has  clearly  determined  that  it  is  in  the  national  interest  for  all  citizens 
to  have  a  certain  level  of  education,  which  is  collectively  funded.  However,  that 
educational  canon  does  not  generally  include  entrepreneurial  skills  and  training.  As 
government  and  competitive  forces  continue  to  demand  more  from  entrepreneurs,  we 
must  find  ways  to  empower  those  individuals  to  meet  those  challenges. 

Right  now,  the  SBA  has  programs  designed  to  address  these  problems,  but  their 
resources  are  limited.  The  Small  Business  Development  Center  (SBDC)  program  is 
very  popular  across  the  country;  there  are  SBDC  programs  in  all  50  states.  Typically 
housed  at  universities  and  tailored  to  meet  local  needs,  the  SBDCs  provide  services 
and  advice  that  many  small  businesses  can  find  nowhere  else.  SBDCs  tend  to  focus 
on  providing  management  business  planning  skills  and  on  helping  to  locate  potential 
sources  of  capital  for  businesses,  though  they  can  help  small  businesses  with  a  wide 
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range  of  problems.  Moreover,  the  SBDCs  provide  a  model  for  a  state-federal 
cooperative  program  that  has  worked. 

SBDCs  do  not  advertise  because  they  already  have  a  demand  for  their  services 
which  exceeds  their  capacity-even  while  many  small  businesses  do  not  know  they 
exist.  SBOCs  are  a  valuable  resource  which  should  be  made  more  available.  For 
instance,  there  may  be  opportunities  for  SBDCs  to  assist  small  businesses  in 
complying  with  federal,  state,  and  local  regulations.  More  and  more  agencies  are 
being  charged  with  outreach  to  the  small  business  community  in  this  regard,  but  few 
agencies  have  the  resources  to  actually  reach  a  broad  cross  section  of  the  small 
business  community.  The  SBDCs  are  already  in  over  900  communities  in  all  50 
states.  These  organizations  represent  a  valuable  resource  which  should  be  more 
broadly  utilized. 

Regulatory  Compliance 

Regulatory  compliance  is  the  one  area  in  which  the  federal  government 
obviously  has  an  obligation  to  the  small  business  community,  both  to  assist  in 
compliance  and  to  simplify  the  initial  regulations.  Mr.  Chairman,  you  have  already 
taken  an  aggressive  step  forward  by  agreeing  to  co-chair  your  regulatory  task  force. 
We  know  that  you  will  do  an  outstanding  job  of  identifying  burdensome  and 
unnecessary  regulations  over  the  next  few  months.  But    the    small    business 

community  needs  an  ongoing  commitment  from  government  to  keep  regulatory 
intrusion  to  a  minimum.  There  are  many  ideas  on  how  to  achieve  this  goal,  including 
the  private  sector  provisions  of  the  unfunded  mandates  bill,  strengthening  the  Office 
of  Information  and  Regulatory  Affairs  (OIRA)  at  the  Office  of  Management  and  Budget 
(0MB),  implenr^enting  a  regulatory  "budget"  (which  would  call  for  a  corresponding 
reduction  in  regulation  for  every  increase),  and  an  outright  regulatory  moratorium. 

But  the  tool  that  is  too  often  overlooked  is  the  one  that  already  exists:  the 
Office  of  Advocacy  within  the  SBA.  This  office  is  charged  with  examining  federal 
regulations  for  their  impact  on  small  businesses,  and  working  with  the  regulators  on 
ways  to  lessen  that  impact.    To  some  extent,  current  law  (embodied  in  the  1980 
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Regulatory  Flexibility  Act)  ties  the  hands  of  the  Office  of  Advocacy  by  giving  it  no  real 
authority  to  press  its  views  with  the  agencies.  This  discrepancy  must  surely  be  fixed. 

Many  leaders  in  the  small  business  community  deem  advocacy  to  be  the  SBA's 
most  important  role.  The  Office  of  Advocacy  is  the  only  consistent  resource  for 
reliable  information  about  the  status  and  role  of  small  business  in  the  American 
economy.  The  Office  of  Advocacy  is  the  only  government  institution  analyzing  the 
impact  of  government  actions  and  regulations  on  small  business.  The  Office  of 
Advocacy  is  the  only  organization  soliciting  and  funding  research  into  the  activities 
and  needs  of  tmall  business.  And  all  of  these  activities  are  vital  to  designing 
governrr>ent  policy  for  small  business  and  for  considering  small  business  in  the 
legislative  process.  In  other  words,  a  strong  Office  of  Advocacy  or  similar 
organization  is  fundamental  to  everything  we  are  discussing  here  this  afternoon. 

No  matter  how  many  mechanisms  we  have  in  place  to  prevent  needless  and 
overly  burdensome  regulations  from  being  piled  onto  small  businesses,  there  will  still 
be  Sonne  regulations  and  requirements  that  society  insists  upon,  despite  their  burden 
on  small  businesses.  In  such  cases,  it  is  incumbent  upon  this  government  to  minimize 
those  regulations'  negative  effects  and  assist  in  compliance.  As  discussed  above,  the 
SBDC  program  could  be  reformed  to  provide  significant  assistance  in  this  endeavor. 
Each  agency  issuing  such  regulations  should  work  closely  with  the  SBA  and  the 
SBDCs  to  develop  assistance  programs  which  seek  to  ensure  compliance,  not  punish 
non-compliance.  We  think  that  an  agency  for  small  business  is  uniquely  qualified  to 
fulfill  this  role.  Many  of  the  enforcing  agencies  could  never  gain  sufficient  trust  from 
small  business  owners  to  effectively  assist  them  with  compliance. 

III.    Conclusion 

There  Is  a  very  strong  case  to  be  made  for  aggressive  federal  assistance  for 
small  business  in  credit  and  capital  formation,  education  and  training,  and  regulatory 
compliance.  We  believe  that  the  programs  which  are  created  to  meet  these  goals 
should  be  housed  in  a  separate  ongoing  agency  specifically  dedicated  to  small 
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business.  To  keep  small  business  programs  responsive  to  their  constituents 
(customers),  having  a  separate  agency  for  small  business  is  vital.  These  programs 
could  too  easily  get  stuck  in  the  bureaucratic  mire  in  other  agencies  and  cease  to 
perform  their  designed  purposes. 

For  these  very  reasons,  it  also  appears  to  be  time  to  bring  the  many  disparate 
small  business  programs  from  many  agencies  under  one  roof.  Only  then  will  the 
Congress  truly  be  able  to  streamline,  consolidate,  and  prioritize  small  business 
functions  in  a  meaningful  way. 

I  want  to  thank  you  for  the  opportunity  to  be  here  and  speak  about  this  nation's 
rrtost  critical  programs  for  the  development  of  entrepreneurs  and  the  small  business 
community. 
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Chairman  BOND.  Thank  you  very  much,  Mr.  Shattuck.  As  you 
well  recognize,  there  are  people  who  are  calling  for  significant 
changes  or  doing  away  with  the  Small  Business  Administration, 
and  frankly  that  is  why  we  have  invited  you  to  be  here  and  invited 
others  to  make  comments,  because  we  want  to  hear  from  the  people 
directly  affected. 

And  now  it  is  a  pleasure  to  turn  to  Ms.  Virginia  Littlejohn,  past 
president  of  the  National  Association  of  Women  Business  Owners. 
Welcome. 

STATEMENT  OF  VIRGINIA  LITTLEJOHN,  PAST  PRESIDENT,  NA- 
TIONAL ASSOCIATION  OF  WOMEN  BUSINESS  OWNERS, 
PRESIDENT,  THE  STAR  GROUP  AND  GLOBAL  STRATEGIES, 
CHEVY  CHASE,  MARYLAND 

Ms.  Littlejohn.  Good  afternoon,  Mr.  Chairman.  It  is  a  pleasure 
to  be  here  today. 

Reinventing  Government  is  more  than  the  buzzword  du  jour.  It 
is  a  driving  imperative  as  we  hurtle  toward  the  21st  century.  Gov- 
ernments, enterprises,  and  organizations  must  be  reinvented  to  re- 
flect the  impact  of  new  technologies  and  global  competition.  In  this 
new  landscape,  is  there  a  need  for  an  agency  that  reflects  the  con- 
cern of  America's  entrepreneurs?  You  bet.  In  fact,  now  more  than 
ever. 

Advocacy  on  behalf  of  emerging  entrepreneurs,  job  creation,  and 
economic  growth  is  critical,  as  is  sensitivity  to  the  injurious  impact 
of  regulations  on  small  and  mid-sized  firms.  So,  too,  are  enhanced 
capital  streams  that  fuel  entrepreneurial  growth.  The  demand  for 
sophisticated  business,  education  and  training  at  the  grass-roots 
level  and  via  electronic  delivery  systems  is  going  to  increase 
exponentially.  And  finally,  meaningful  mechanisms  must  be  cre- 
ated to  encourage  more  small  and  mid-sized  businesses  to  become 
involved  in  international  trade. 

I  will  now  discuss  women  entrepreneurs  as  an  example  of  highly 
targeted  and  effective  SBA  policies  and  programs.  As  you  know, 
over  the  past  decade  women  have  surged  into  entrepreneurship  at 
a  rate  twice  that  of  men.  They  now  own  one-third  of  all  the  small 
businesses  in  the  country  and  will  own  somewhere  between  40  and 
50  percent  of  America's  small  businesses  by  the  turn  of  the  cen- 
tury. 

America's  6.5  million  entrepreneurs  provide  jobs  for  11  million 
Americans,  more  people  than  the  Fortune  500  companies  employ 
worldwide.  An  even  more  eye-popping  statistic  is  that  46  percent 
of  American  women  aged  35  to  54  want  to  become  women  business 
owners.  And  64  percent  of  women  who  are  18  to  34  aspire  to  entre- 
preneurship. 

The  surge  in  female  entrepreneurship  has  been  facilitated  by  for- 
ward-looking Federal  policy  making  which  goes  all  the  way  back  to 
the  Ford  administration.  The  SBA's  Office  of  Women's  Business 
Ownership,  created  during  the  Carter  administration,  is  a  lean  and 
highly  focused  coordinating  center  for  dynamic  programs  which 
have  been  highly  effective. 

I  have  details  about  these  programs  in  my  testimony.  I  will  just 
mention  sort  of  the  headlines  in  each  area.  The  programs  include 
the    Women's    Demonstration    Projects    which    provide    long-term 
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training  for  women;  WNET,  the  Women's  Network  for  Entre- 
preneurial Training,  which  does  mentoring  between  experienced 
women  business  owners  and  startups;  a  5-percent  goal  for  Federal, 
prime  and  subcontracts  to  women  business  enterprises;  and  a  very 
significant  effort  to  expand  loans  to  women  business  owners  from 
their  historic  12  percent  up  this  past  fiscal  year  to  20  percent  of 
total  loan  volume. 

One  particularly  exciting  development  has  been  the  creation  of 
the  women's  pre-qualification  pilot  in  which  women  receive  assist- 
ance putting  together  their  loan  packages  which  is  then  submitted 
to  SBA  for  review.  SBA  may  then  issue  a  commitment  letter  saying 
that  it  will  guarantee  the  loan  if  the  bank  will  make  it. 

I  would  like  to  read  you  verbatim  a  report  we  received  about  this 
program  from  our  Denver  NAWBO  chapter  this  past  December: 

Colorado  is  one  of  16  pilot  cities  for  the  pre-qualified  loan  guarantee  program  de- 
signed for  women-owned  businesses.  In  six  months  of  implementation,  the  SBA  has 
reviewed  36  applications  and  issued  27  pre-qualification  letters  for  loans.  Out  of 
these  27  companies,  16  have  received  loans! 

That  is  with  an  exclamation  mark. 

Access  to  capital  continues  to  be  in  the  forefront  of  issues  for 
small  business  owners  and  the  SBA  is  one  of  the  only  Federal  insti- 
tutions trying  to  solve  this  problem. 

In  addition,  there  is  an  extraordinarily  exciting  two-part  develop- 
ment that  will  debut  this  coming  week.  The  reactivation  of  the 
Inter-Agency  Committee  on  Women's  Business  Enterprise,  which 
will  be  chaired  by  Laura  Tyson,  and  the  restructuring  of  the  Na- 
tional Women's  Business  Council,  which  will  work  cooperatively 
with  the  inter-agency  committee  in  recommendations  about  policies 
and  programs. 

I  have  gone  on  about  these  women's  initiatives  at  some  length, 
not  because  it  is  a  narrow  constituency  program  that  we  care 
about,  but  because  it  is  a  model  of  how  a  reinvented  agency,  serv- 
ing as  an  advocate  for  entrepreneurs,  might  work.  Such  an  agency 
will  continue  the  best  traditions  of  the  SBA  by  being  an  ardent  and 
effective  advocate,  providing  lean,  training,  credit,  procurement, 
and  international  trade  programs  targeted  to  a  growing  constitu- 
ency that  can  create  millions  of  jobs  using  streamlined  methods 
such  as  the  LowDoc  program  and  these  pre-qualifications  programs 
I  just  mentioned  for  getting  capital  to  qualified  companies;  very  im- 
portantly, helping  to  connect  the  dots  at  the  local.  State,  regional, 
national,  and  international  levels;  and  by  working  with  multiplier 
organizations  such  as  trade  associations,  developing  catalytic  pro- 
grams that  are  conceptualized  with  grass-roots  input  and  imple- 
mented at  the  local  level;  and  by  creating  centers  of  energy  and 
synergy  that  resonate  throughout  the  community. 

This  will  bring  together  groups  like  Women's  Demonstration 
Projects  which  can  interact  with  NAWBO  chapters.  Small  Business 
Development  Centers,  State  and  local  policy  makers,  and  local 
banks  to  create  jobs,  propel  economic  development,  and  improve 
communities.  That,  in  my  opinion,  is  a  win-win-win-win-win  kind 
of  approach. 

Models  such  as  these  focused  on  where  the  jobs  are  being  created 
are  economic  programs  rather  than  social  programs.  I  would  like 
to  give  you  a  few  somewhat  radical  thoughts  before  I  close. 
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First,  the  interests  of  the  entrepreneurial  job  creation  sector  will 
not  be  reflected  in  policy  making  unless  there  are  strong  institu- 
tions to  voice  the  interests  and  concerns  of  the  entrepreneurial  sec- 
tor such  as  a  Small  Business  Administration  and  House  and  Sen- 
ate Small  Business  Committees.  In  addition,  Federal  advisory  com- 
missions need  to  make  recommendations  that  include  the  thinking 
of  the  small  and  mid-sized  business  sectors  and  not  including  only 
the  thinking  of  Fortune  500  executives. 

For  example,  when  the  Competitiveness  Policy  Council  was  cre- 
ated several  years  ago,  in  its  first  incarnation,  while  it  was  dealing 
with  this  vital  issue  of  national  competitiveness,  not  one  single  soul 
on  it  represented  the  small  business  sector.  That  has  recently  been 
corrected  and  they  have  added  one  person  to  represent  small  busi- 
ness. I  think  instead  small,  mid-size,  and  large  firms  all  need  to 
be  represented,  proportionate  to  their  contribution  to  GNP,  so  that 
we  are  really  having  recommendations  that  reflect  the  interests  of 
the  entire  business  community. 

And  second,  echoing  the  first  panelist,  I  believe  that  by  focusing 
exclusively  on  small  business  we  often  do  a  disservice  to  mid-sized 
companies.  At  present,  I  do  not  believe  that  the  needs  of  mid-sized 
firms  are  served  well  by  either  the  Small  Business  Administration 
or  the  Department  of  Commerce.  We  believe  that  a  reinvented 
agency  needs  to  look  at  the  needs  of  both  small  and  mid-sized 
firms,  SMEs  as  they  are  called  in  most  of  the  rest  of  the  world,  and 
develop  policies  and  programs  that  will  be  helpful  at  all  of  the  var- 
ious points  along  the  growth  continuum. 

Currently,  there  are  terrible  capital  gaps  for  growth  companies 
and  technology  firms  and  other  areas  where  mid-sized  firms  are  at 
a  global  competitive  disadvantage.  We  raise,  for  your  consideration, 
the  possibility  of  a  new  name  and  a  more  sharply  focused  mission 
for  the  SBA.  The  Enterprise  Administration,  the  Agency  for  Enter- 
prise Technology  and  Innovation,  the  Agency  for  Small  and  Mid- 
sized Enterprises.  Basically,  something  that  aggressively  captures 
the  dynamism  of  this  sector,  which  ranges  from  Main  Street  busi- 
nesses to  franchises,  to  global  virtual  enterprises;  from  home-based 
businesses,  which  are  a  huge  growth  sector  in  the  economy,  and 
which  policies  must  be  cognizant  of,  to  fast-growth  gazelles.  From 
firms  that  sell  only  in  their  own  neighborhood  to  firms  that  sell 
their  wares  around  the  world. 

We  wish  you  and  your  committee  members  great  success  and 
great  wisdom  in  your  deliberations  and  trust  that  you  will  reinvent 
well.  Please  let  us  know  if  we  may  be  of  further  assistance.  Thank 
you  for  the  opportunity  to  testify  today. 

[The  prepared  statement  of  Ms.  Littlejohn  follows:] 
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Testimony  of  Virginia  Littlejohn 
for  the  National  Association  of  Women  Business  Owners 

before 

The  Committee  on  Small  Business 

United  States  Senate 

February  16,  1995 


Good  afternoon,  Mr.  Chairman  and  Members  of  the  Committee.   My  name  is 
Virginia  Littlejohn,  and  I  am  here  today  as  Past  National  President  of  the 
National  Association  of  Women  Business  Owners,  known  as  NAWBO.    The 
organization  has  50  chapters  in  the  United  States,  and  represents  the  interests 
of  America's  6.5  million  women  business  owners.    It  is  the  U.S.  affiliate  of  the 
World  Association  of  Women  Entrepreneurs,  for  which  I  serve  on  the 
Steering  Committee.   I  am  President  of  Global  Strategies  in  Chevy  Chase,  MD, 
which  assists  businesses  and  organizations  in  developing  international 

programs,  and  CEO  of  The  STAR  Group,  an  international  consulting  firm 

which  specializes  in  shaping  the  future  through  the  application  of  innovative 
strategies,  technology,  alliances  and  resources. 

Reinventing  government  is  more  than  the  buzzword  du  jour--it  is  a  driving 
imperative  as  we  hurtle  toward  the  21st  Century.    Governments,  enterprises 
and  organizations  of  all  types  must  be  reinvented  to  reflect  the  impact  of  new 
technologies  and  the  global  competition  that  shape  our  lives. 

In  this  new  landscape,  is  there  a  need  for  an  agency  that  reflects  the  concerns 
of  America's  entrepreneurs?    You  bet!    In  fact,  now  more  than  ever! 

•  Advocacy  on  behalf  of  emerging  entrepreneurs,  job  creation  and  economic 
growth  is  critical,  as  is  sensitivity  to  the  injurious  impact  of  regulations  on 
small  and  midsized  firms. 

•  So,  too,  are  enhanced  capital  streams  that  fuel  entrepreneurial  growth,  and 
thereby  impact  economic  development  and  community  development  at 
the  state  and  local  levels. 
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•  The  demand  for  sophisticated  business  education  and  training  at  the 
grassroots  level,  and  via  electronic  delivery  systems,  will  increase 
exponentially.    Mechanisms  must  be  in  place  to  meet  these  needs--such  as 
Small  Business  Developn^ent  Centers,  on-line  systems  that  provide 
information  about  resources,  and  various  forms  of  technologv-based 
training. 

•  And  finally— cutting  across  all  three  areas— meaningful  mechanisms  must 
be  created  to  encourage  more  small  and  midsized  businesses  to  become 
involved  in  international  trade;  to  expand  capital  available  to  support 
exporting;  and  to  provide  education  and  training  c^n  how  to  survive  and 
thrive  in  the  global  marketplace. 

I  will  now  discuss  women  entrepreneurs  as  an  example  of  highly  targeted  and 
effective  SBA  policies  and  programs. 

As  you  know,  over  the  past  decade  women  have  surged  into 
entrepreneurship  at  a  rate  twice  that  of  men.    They  now  own  one-third  of  all 
the  small  businesses  in  the  United  States,  and  it  has  been  estimated  by  federal 
agencies  that  women  will  own  40-50%  of  America's  small  businesses  by  the 
turn  of  the  century. 

A  study  released  by  the  National  Foundation  for  Women  Business  Owners  in 
1992  reported  that  America's  6.5  million  women  business  owners  provide 
jobs  for  11  million  Americans— more  people  than  the  Fortune  500  cc^mpanies 
employ  worldwide. 

An  even  more  eye-popping  statistic  comes  from  a  recent  Working  Woman 
magazine  survey  which  indicates  that  46%  of  American  women  35-54  want  to 
become  business  owners-and  64%'  of  women  who  are  18-34  do! 

Given  the  downsizing  that's  been  going  on  in  Corporate  America,  that's 
probably  a  very  good  strategy! 

i'  • 

This  surge  in  female  entrepreneurship— with  resultant  job  generation  and 
economic  growth— has  been  facilitated  by  forward-looking  federal 
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policymaking  going  back  to  the  Ford  Aciministration.    The  SBA's  Office  of 
Women's    Business  Ownership  (OWBO)  is  a  lean  and  highly  focused 
coordinating  center  for  dynamic  programs  which  have  been  highly  effective. 
These  programs  include: 

•  The  Women's  Demonstration  Projects  which  provide  high-quality,  long- 
term  training  for  women  in  39  locations,  with  15-20  more  programs 
coming  on-stream  soon.  This  program  is  available  to  poor  and  low 
income  women,  among  others,  and  can  be  a  major  vehicle  propelling 
women  toward  economic  self-sufficiency. 

•  WNET— the  Women's  Network  for  Entrepreneurial  Training,  which 
matches  experienced  WBOs  with  start-up  WBOs. 

•  A  5%  goal  for  federal  prime  and  subcontracts  to  women  business 
enterprises  (WBEs)-included  as  part  of  the  Federal  Acquisition 
Streamlining  Act-instead  of  the  current  1.8%  prime  contracts  and  2.4%  of 
subcontracts. 

•  And  a  major  effort  to  expand  loans  to  women  business  owners,  from  their 
historic  12%,  up  to  20%  of  total  loan  volume  by  FY  94.    Women  received 
26%  of  the  LowDoc  loans  and  43%  of  the  Microloans  in  FY  94  [note  that 
these  program  have  been  extremely  important,  because  women  still 
believe  they  are  discriminated  against  in  the  loan  process.    Women 
business  owners  are  three  times  more  likely  to  use  credit  cards  for  short- 
term  financing  than  are  male  entrepreneurs].    Each  SBA  district  director 
has  signed  a  performance  contract  that  calls  for  even  greater  loan  volume 
this  year. 

One  particularly  exciting  development  has  been  the  creation  of  the 
Women's  Pre-Qualification  Pilot,  in  which  women  receive  assistance 
putting  together  their  loan  package,  which  is  then  submitted  to  SBA  for 
review.    SBA  mav  then  issue  a  commitment  letter  saying  that  it  will 
guarantee  the  loan  if  the  bank  will  make  it.   The  woman  business  owner 
then  approaches  the  bank  with  a  good  loan  package,  and  a  letter  from  the 
SBA  saying  that  it  will  guarantee  the  package.    Here's  a  report  we  received 
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about  this  program  from  Chantal  Weatherly-White  of  NAWBO's  Denver 
Chapter  this  past  December: 

"Colorado  is  one  of  sixteen  pilot  cities  for  the  prequalified  loan  guarantee 
program  specifically  designed  for  women-owned  businesses.   In  only  six 
months  of  implementation,  the  SBA  has  reviewed  36  applications  and 
issued  27  prequalification  letters  for  loans.   Out  of  these  27  companies,  16 
have  received  loans!    Denver  is  the  third  highest  in  the  US  of  the  16  sites. 
This  total  dollar  amount  loaned,  $2.1  million,  is  the  fourth  highest  in  the 
nation!   Access  to  capital  continues  to  be  in  the  forefront  of  issues  for 
small  business  owners,  and  the  SBA  is  one  of  the  only  federal  institutions 
trying  to  solve  this  problem." 

And  there  is  an  extraordinarily  exciting  two-part  development  that  will  debut 
next  week: 

•  The  reactivation  of  the  Interagency  Committee  on  Women's  Business 
Enterprise,  which  will  include  high-ranking  representation  from  10 
federal  agencies  to  lead  a  coordinated  effort  to  ensure  that  women's 
economic  issues  are  being  addressed  in  every  federal  agency.   It  will  be 
chaired  by  Laura  Tyson,  Chair  of  the  Council  of  Economic  Advisers,  and 
will  report  to  the  President  and  Congress.   And 

•  The  restructuring  of  the  National  Women's  Business  Council,  which  will 
meet  twice  a  year  with  the  Interagency  Committee,  and  serve  as  an 
independent  source  of  advice  and  policy  recommendation  to  the 

.    Interagency  Committee,  to  the  SBA  Administrator,  to  the  Congress  and 
the  President. 

I  have  gone  on  about  these  women's  initiatives  at  some  length  not  because 
this  is  a  narrow  constituency  program  we  care  about,  but  because  it  is  a  model 
of  how  a  reinvented  agency  serving  as  an  advocate  for  entrepreneurs  might 
work.   Such  an  agency  should: 

•  Be  an  ardent  and  effective  advocate; 


59 


•  Provide  lean  training,  credit,  procurement  and  trade  programs  targeted  to 
a  growing  constituency  that  can  create  millions  of  jobs; 

•  Use  streamlined  methods  for  getting  capital  to  qualified  companies; 

•  Help  "connect  the  dots"  at  the  local,  state,  regional,  national  and 
international  levels,  and  with  the  multiplier  organizations; 

•  Develop  catalytic  programs  that  are  conceptualized  with  grassroots  input, 
and  implemented  at  local  levels; 

•  Create  centers  of  energy  and  synergy  that  resonate  through  the  community 
(for  example,  the  Women's  Demonstration  Projects  interact  with 
NAVVBO  chapters,  SBDCs,  state  and  local  policymakers,  and  local  hanks  to 
create  jobs,  propel  economic  development,  and  improve  communities. 
Win,  win,  win,  win,  win.). 

Models  such  as  these,  focused  on  women  entrepreneurs,  youth 
entrepreneurs,  minority  entrepreneurs,  home-based  businesses,  people  who 
have  lost  their  jobs  through  corporate  downsizing,  people  wanting  to  move 
off  welfare  and  into  the  workplace,  growth  companies,  and  companies 
wanting  to  "go  global"  can  all  play  a  vital  role  in  America's  economic 
resurgence— because  these  are  economic  programs,  rather  than  social 
programs. 

A  few  "radical"  thoughts  in  closing: 

•  First,  the  interests  of  the  entrepreneurial  job-creation  sector  will  not  be 
reflected  in  policvmaking  unless  there  are  strong  institutions  to  voice 
their  interests  and  concerns,  such  as  the  Small  Business  Administration, 
and  the  House  and  Senate  Small  Business  Committees.    For  example, 
when  the  Competitiveness  Policy  Council  was  created  several  years  ago,  in 
its  first  incarnation  it  included  precisely  zero  representatives  from  the 
small  business  sector!   (One  representative  has  recently  been  added.) 
Federal  advisorv  commissions  making  recommendations  impacting  small 
and  midsized  businesses  should  not  have  representation  only  from  the 
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Fortune  500,  as  happens  all  too  frequently.   Instead,  small,  midsized  and 
large  firms  could  be  represented  proportionate  to  their  contributions  to 
GNP. 

•     And  second,  some  thoughts  concerning  a  reinvented  agency  representing 
the  interests  of  the  entrepreneurial  sector.    By  focusing  almost  exclusively 
on  "small"  business,  we  do  a  disservice  to  midsized  companies.    At 
present,  their  needs  are  not  well  served  by  either  SBA  or  the  Department 
of  Commerce.    We  believe  a  reinvented  agency  should  look  at  the  needs  of 
both  small  and  midsized  enterprises  (SMEs,  in  the  vernacular  of  the  rest  of 
the  world),  and  develop  policies  and  programs  that  will  be  helpful  at  all 
the  various  points  along  the  growth  continuum.    Currently,  there  are 
terrible  capital  gaps  for  growth  companies  and  technology  firms,  and  other 
areas  where  our  midsized  companies  are  at  a  global  competitive 
disadvantage. 

We  raise  for  your  consideration  a  new  name  and  a  sharper  mission  for  the 
Small  Business  Administration:    The  Enterprise  Administration?    The 
Agency  for  Enterprise,  Technology  and  Innovation?    The  Agency  for 
Small  and  Midsized  Enterprises?    Basically,  something  that  more 
aggressively  captures  the  dynamism  of  this  sector—which  ranges  from 
Main  Street  businesses  to  franchises  to  global  virtual  enterprises;  from 
home-based  businesses  to  fast-growth  "gazelles";  from  firms  that  sell  only 
in  the  neighborhood  to  firms  that  sell  their  wares  around  the  world. 

We  wish  you  great  success  and  great  wisdom  in  your  deliberations,  and  trust 
that  you  will  "reinvent"  well.    Please  let  us  know  if  we  may  be  of  further 
assistance. 

Thank  you  for  this  opportunity  to  testify  today. 
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Chairman  Bond.  Thank  you  very  much,  Ms.  Littlejohn.  I  was 
particularly  struck  by  your  figure  that  with  11  million  employees 
you  employ  more  than  Fortune  500  worldwide.  I  think  that  is  a 
very  significant  milestone. 

Now  let  me  turn  to  Mr.  Gary  Petty,  president  and  chief  executive 
officer.  National  Moving  and  Storage  Association  and  also  chair- 
man of  the  board  of  the  Small  Business  Legislative  Council.  Glad 
to  have  you  with  us,  Gary. 

STATEMENT  OF  GARY  PETTY,  PRESIDENT  AND  CHIEF  EXECU- 
TIVE OFFICER,  NATIONAL  MOVING  AND  STORAGE  ASSOCIA- 
TION, AND  CHAIRMAN  OF  THE  BOARD,  SMALL  BUSINESS 
LEGISLATIVE  COUNCIL 

Mr.  Petty.  Thank  you,  Mr.  Chairman. 

On  behalf  of  the  Small  Business  Legislative  Council,  I  would  like 
to  thank  you,  Mr.  Chairman  and  the  committee,  for  providing  us 
the  opportunity  to  talk  about  and  comment  on  the  future  of  the 
Small  Business  Administration. 

The  SBLC  is  a  permanent,  independent  coalition  of  approxi- 
mately 100  trade  and  professional  associations  that  share  a  com- 
mon commitment  to  the  future  of  small  business.  Our  members 
represent  the  interest  of  small  businesses  in  such  diverse  economic 
sectors  as  manufacturing,  retailing,  distribution,  professional  and 
technical  services,  construction,  transportation,  tourism  and  agri- 
culture. 

Let  me  begin  my  remarks  you  have,  an  extensive  text  of  which 
before  you,  but  let  me  give  you  an  abbreviated  version  of  them.  Let 
me  begin  by  saying  that  in  all  candor,  the  programs  of  the  SBA  are 
not  particularly  our  highest  priority  at  this  time. 

We,  as  a  permanent  coalition,  are  far  more  interested  in  the  ef- 
forts of  this  Congress  to  enact  a  variety  of  regulatory  reforms.  Ac- 
tually, the  term  "regulatory"  is  somewhat  misleading.  We  are  con- 
cerned about  Government-imposed  burdens  on  small  business, 
many  of  which  are  imposed  by  Congress  not  the  bureaucracy.  The 
testimony  you  heard  earlier  today  certainly  supports  that. 

We  are  concerned  about  Government-imposed  burdens.  If  you 
want  to  whip  up  enthusiasm  in  the  small  business  community, 
highlighting  such  matters  as  additional  judicial  review  to  the  Regu- 
latory Flexibility  Act,  adding  muscle  to  the  Paperwork  Reduction 
Act,  or  enacting  unfunded  mandates  reform  is  the  best  course  of  ac- 
tion on  these  issues  are  of  far  greater  interest  of  small  business. 

We  would  also  note  that  not  all  small  businesses  have  gotten  a 
loan  from  the  SBA,  been  the  beneficiary  of  an  investment  by  a  ven- 
ture capital  company,  or  received  advice  from  a  development  cen- 
ter. But  I  can  guarantee  you  that  there  is  not  a  small  business 
owner  in  America  that  has  not  been  touched  by  a  Government-im- 
posed burden.  So  we  applaud  this  Congress  for  moving  swiftly  on 
these  regulatory  reforms.  We  believe  it  demonstrates  that  you  are 
in  sync  with  the  small  business  community. 

Now,  this  is  not  to  say  that  the  SBA  is  not  important.  Indeed, 
it  is.  But  the  amount  of  money  that  we  spend  on  the  agency  is  the 
proverbial  drop  in  the  bucket.  It  seems  like  every  Congress  goes 
through  some  angst  about  the  agency  and  its  programs  and  we  say 
leave  well  enough  alone. 
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Nevertheless,  in  this  era  of  downsizing  our  Government,  we  un- 
derstand the  need  to  put  everything  on  the  table.  We  recently  were 
quoted  in  the  Wall  Street  Journal  by  saying  yes,  we  are  prepared 
to  take  our  share  of  hurt,  but  show  us  proportionate  cuts  in  other 
agencies  and  constituencies,  such  as  the  Department  of  Labor,  De- 
fense, Agriculture  and  others.  There  is  a  whole  lot  that  can  be  cut 
elsewhere  before  we  get  the  few  dollars  which  are  directed  to  the 
small  business  community. 

Although  we  would  like  to  hope  otherwise,  big  Government,  big 
labor,  and  big  business  will  be  around  for  a  long  time.  It  is  a  daily 
challenge  for  small  business  to  make  its  voice  heard  over  the  din. 
Sometimes  it  is  a  struggle  just  to  get  a  seat  at  the  table.  We  are 
certainly  glad  to  be  here  today. 

Sure,  we  have  the  numbers,  with  several  million  small  busi- 
nesses, but  given  the  individualistic  nature  of  the  constituency  and 
the  natural  advantages  of  the  other  interests,  it  is  a  constant  strug- 
gle to  get  our  concerns  heard.  Certainly,  it  has  become  a  lot  easier 
in  this  Congress,  but  it  is  by  no  means  a  simple  task,  even  under 
the  best  of  conditions. 

For  that  reason,  we  support,  very  strongly,  the  concept  of  a  Chief 
Counsel  for  Advocacy  for  Small  Business  from  its  initial  proposal 
in  the  late  1970s.  The  role  of  the  chief  counsel,  in  our  judgment, 
is  to  identify  public  policy  concerns  for  small  businesses  and  to 
speak  out  aggressively  on  our  behalf. 

Overall,  we  believe  the  office,  beginning  with  the  first  Chief 
Counsel,  Milton  Stewart,  to  the  current  Chief  Counsel,  Jere  Glover, 
has  done  an  extraordinary  job  on  behalf  of  small  business  for  what 
amounts  to  a  mere  pittance.  Anything  that  can  be  done  to  enhance 
the  stature  of  the  Chief  Counsel  and  give  him  the  tools  to  do  his 
job,  we  are  definitely  for  it. 

Second,  we  believe  that  the  Small  Business  Development  Center 
program  has  matured  into  an  effective  and  efficient  initiative.  We 
continue  to  hear  only  good  things  about  the  program.  It  is  an  ex- 
ample of  the  Federal  Government  maximizing  efficiency  by 
leveraging  resources.  It  has  come  as  a  surprise  to  us  that  the 
SBDC  program  has  regularly  been  the  focus  of  either  regulatory  re- 
strictions or  budgetary  brawls. 

Almost  a  decade-and-a-half  ago  we  expressed  our  own  skepticism 
about  the  creation  of  this  program,  believing  academicians  would 
prosper  and  small  businesses  would  not  receive  any  real-world 
help.  The  SBDC  has  proven  us  and  the  skeptics  wrong. 

Third,  we  are  convinced  the  venture  capital  programs,  the  small 
business  investment  company,  and  the  specialized  small  business 
investment  company  programs  make  valuable  contributions  to  our 
economy.  We  believe  the  Government  can  help  prime  the  engine  of 
small  business.  There  is  no  big  bang  theory  for  small  business. 
Startups  are  difficult  to  engineer,  the  risks  are  high,  and  given  the 
payoffs,  we  cannot  be  shy  in  stating  that  Grovemment  should  play 
a  role  in  the  process. 

However,  once  the  car  is  running,  take  your  foot  off  the  brake 
and  let  it  go.  If  Government  gets  it  going,  small  business  will  keep 
it  going.  Our  criteria  then  is  what  programs  will  maximize  job  cre- 
ation and  minimize  Government  interference.  If  Government  would 
focus  on  that  criteria,  whether  it  be  through  the  SBA  or  the  Tax 
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Code,  we  believe  the  beneficiaries,  past  and  fiiture,  as  well  as  those 
many  small  business  owners  who  encourage  other  entrepreneurs 
because  they  know  firsthand  the  more  diverse  our  economy  popu- 
lated by  businesses,  the  better  ofi"  we  all  are. 

The  SBIC  and  the  SSBIC  programs  work.  Recently  the  SBIC  pro- 
gram has  undergone  sufficient  positive  change.  We  believe  new 
safeguards  are  in  place  as  well  as  new  incentives  to  make  the  pro- 
gram even  more  attractive  to  the  venture  capital  community.  We 
need  to  let  these  changes  settle  in,  and  we  are  very  optimistic 
about  the  outlook. 

Now  the  more  difficult  decision  for  us  is  the  role  of  the  SEA  in 
providing  financial  loan  assistance.  The  question  always  lurks  in 
the  background  of  any  discussion  about  the  future  of  the  agency. 
Indeed,  in  recent  years  we  have  been  forced  to  rehash  the  issue 
more  often  than  we  would  like  to.  As  we  said  at  the  outset,  Govern- 
ment can  have  a  limited  role  in  priming  the  pump.  Specifically,  it 
should  prime  the  pump  when  no  one  else  will. 

It  seems  to  us  the  SEA  is  the  lender  of  last  resort  for  those  who 
cannot  secure  the  help  they  need  elsewhere.  We  do  not  take  it  as 
gospel  that  simply  because  the  guaranty  lending  program  runs  out 
of  money  each  year  suggests  that  this  is  a  success.  Nor  do  we  nec- 
essarily believe  the  fact  that  running  out  of  money  is  indicative  of 
the  demand  for  capital. 

Since  we  have  been  affiliated  with  the  small  business  commu- 
nity, access  to  capital  has  always  surfaced  as  a  top  priority.  Wheth- 
er it  is  equity  or  debt,  small  business  is  constantly  seeking  funds. 
There  is  never  enough  nor  is  it  as  accessible  or  as  affordable  as  we 
would  like,  and  probably  never  will  be. 

First,  one  must  accept  that  there  may  be  a  role  in  Government 
to  prime  the  small  business  pump.  One  must  accept  that  job  cre- 
ation, innovation,  and  economic  stability  associated  with  the  small 
business  sector  is  certainly  worth  pursuing. 

If  those  premises  are  accepted,  Mr.  Chairman,  the  litmus  test,  in 
our  opinion,  is  whether  the  Government  program  is  fulfilling  a 
need  that  absolutely  cannot  be  fulfilled  somewhere  else.  Overall, 
we  would  say  there  is  a  need  for  a  lender  of  last  resort,  but  we  still 
must  ask  ourselves  are  the  loans  being  made  through  current  pro- 
grams loans  that  would  be  made  otherwise. 

Our  impression  is  the  lender  community  has  been  forthcoming  in 
its  effort  to  ensure  the  loans  they  are  making  do  meet  the  litmus 
test  of  true  need.  We  do  not  know  if  we  could  produce  a  perfect  so- 
lution ourselves,  but  the  fact  that  the  program  is  constantly  run- 
ning out  of  money  suggests  that  we  need  to  continue  to  explore 
whether  the  litmus  test  is  being  met. 

Very  briefly  and  in  conclusion,  we  would  add  one  cautionary 
note.  To  the  extent  that  the  program  remains,  it  seems  to  us  to  de- 
feat the  purpose  of  a  program  created  to  help  high-risk  entre- 
preneurs to  attempt  to  stem  the  pace  of  lending  by  adding  require- 
ments that  are  merely  passed  on  by  the  lenders  to  these  borrowers. 
Their  chances  for  success  and,  by  extension,  their  chances  for  the 
economy  to  benefit  are  already  high  enough.  Adding  to  the  burden 
simply  does  not  make  sense. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Petty  follows:] 
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Testimony 

of  Gary  F.  Petty 

Chcdnnan  of  Board 

Small  Business  Legislative  Council 

On  behalf  of  the  Small  Business  Legislative  Council  (SBLC) ,  I  would  like 
to  thank  the  chairman  and  the  committee  for  providing  this  opportunity  to 
comment  on  the  future  of  the  United  States  Small  Business  Administration 
(SBA). 

My  name  is  Gary  F.  Petty,  ChaLLrman  of  the  Board  of  the  SBLC,  and 
President  and  CEO  of  the  National  Moving  and  Storage  Association.  The  SBLC 
is  a  permanent,  independent  coedition  of  nearly  one  hundred  trade  and 
professional  associations  that  sheure  a  common  commitment  to  the  future  of 
smcdl  business .  Our  members  represent  the  interests  of  small  businesses  in 
such  diverse  economic  sectors  as  manufacturing,  retailing,  distribution, 
professional  and  technical  services,  construction,  transportation, 
tourism,  and  agriculture.  For  your  information,  a  list  of  our  members  is 
enclosed. 

Let  roe  begin  by  saying,  in  all  candor,  the  programs  of  the  SBA  are  not 
our  highest  priority  at  this  time.  We  are  far  more  interested  in  the  efforts 
of  this  Congress  to  enact  a  variety  of  regulatory  reforms.  ActUeLlly,  the 
term  "regulatory"  is  somewhat  misleading.  We  are  concerned  about 
govemment-iitposed  burdens  on  small  business,  many  of  which  are  irtposed  by 
Congress,  not  the  bxireaucracy.  If  you  want  to  whip  up  enthusiasm  in  the 
small  business  community,  highlighting  such  matters  as  adding  judicial 
review  to  the  regulatory  flexibility  act ,  adding  muscle  to  the  paperwork 
reduction  act,  or  enacting  unfunded  mandate  reform,  is  the  best  course  of 
action  as  these  issues  are  of  far  greater  interest  to  small  business. 

Not  all  small  businesses  have  gotten  a  loan  from  the  SBA,  been  the 
beneficiary  of  an  investment  by  a  venture  capital  conpany,  or  received 
advice  from  a  development  center,  but  I  can  guarantee  you  there  is  not  a 
small  business  owner  in  America  that  has  not  been  touched  by  a  govemment- 
inposed  burden.  So  we  applaud  this  Congress  for  moving  swiftly  on  these 
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"regulatory"  reforms.  We  believe  it  demonstrates  you  are  in  synch  with  the 
small  business  comnunity. 

This  is  not  to  say  the  SBA  is  not  iiiportant.  Indeed  we  believe  it  is,  but 
the  amount  of  money  we  spend  on  the  agency  is  a  proverbial  drop  in  the  bucket . 
It  seems  like  every  Congress  goes  through  some  angst  about  the  agency  emd  its 
programs,  and  we  would  say  leave  well  enough  alone. 

Nevertheless,  in  this  era  of  downsizing  our  government,  we  understand 
the  need  to  put  everything  on  the  table.  That  is  why  we  said  in  a  recent  Wall 
Street  Journal  article,  "Yes,  we  are  prepared  to  take  our  share  of  the 
'  hurt ' "  but  show  us  the  proportionate  cuts  in  other  agencies  and 
constituencies  such  as  the  Departments  of  Labor,  Defense,  Agriculture,  and 
others.  There  is  a  whole  lot  that  can  be  cut  elsewhere  before  we  get  to  the 
few  dolleirs  which  are  directed  to  the  small  business  community. 

We  have  admitted  in  many  forums,  that  there  is  a  certain  surface 
inconsistency  in  small  business'  view  of  the  government's  role  in  the 
economy.  On  one  hand,  we  clamor  for  budget  reductions  and  oppose  any 
government  mandates,  but  at  the  same  time,  we  do  support  many  incentives  for 
small  business.  Almost  two  decades  ago,  SBLC  was  founded  by  a  group  of 
association  executives  who  supported  a  tax  code  that  provided  incentives  for 
small  business  from  capital  gains  to  investment  tax  credits  to  graduated 
corporate  rate  structures .  We  cannot  put  blinders  on  to  the  fact  that 
government  can  make  a  positive,  albeit  limited,  contribution  to  encourage 
the  growth  and  expansion  of  small  business.  Striking  the  balance  between 
governmental  assistance  and  governmental  intrusion  is  the  challenge  of  the  . 
day.  Having  said  that,  we  do  have  some  strong  feelings  about  particular 
programs  at  the  SBA  and  their  value  to  the  small  business  community. 

Although  we  would  like  to  hope  otherwise,  big  government,  big  labor,  and 
big  business  will  be  around  for  awhile.  It  is  a  daily  challenge  for  small 
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business  to  mcike  its  voice  heard  over  the  din.  Sometimes  it  is  a  struggle 
just  to  get  a  seat  at  the  table.  Sure,  we  have  the  numbers,  with  several 
million  small  businesses,  but  given  the  individualistic  nature  of  the 
constituency,  and  natural  advantages  afforded  to  the  other  interests,  it  is 
a  constant  struggle  to  get  our  concerns  heard.  Certainly,  it  has  become  a 
lot  easier  in  this  Congress,  but  it  is  by  no  means  a  simple  task,  even  under 
these  best  of  conditions . 

For  that  reason,  we  supported  the  concept  of  the  Chief  Counsel  for 
Advocacy  for  small  business  from  its  initial  proposal  in  the  late  1970 's. 
The  role  of  the  Chief  Counsel  is  to  identify  public  policy  concerns  for  small 
business  and  to  speak  out  in  our  behalf.  Overall,  we  believe  the  office, 
beginning  with  the  first  chief  counsel,  Milton  Steweirt  to  the  current  chief 
counsel,  Jere  Glover,  has  done  an  extraordinary  job  on  behalf  of  small 
business  on  what  amounts  to  a  mere  pittance. 

Anything  that  can  be  done  to  enhance  the  stature  of  the  chief  counsel 
and  give  him  the  tools  to  do  his  job  -  we  are  definitely  all  for.  In 
particular,  public  policy  wars  are  more  often  than  not,  in  this  age  of 
technology,  won  with  data  eind  research.  One  of  the  roles  of  the  chief 
counsel  is  to  produce  such  research.  Our  organization  has  gone  up  against 
the  Treasury  Depeirtment  time  and  time  again  over  the  last  fifteen  years,  and 
I  do  not  care  what  party  was  in  control  of  the  Treasury  at  the  time ,  when  they 
have  all  the  estimating  models  and  you  have  none,  having  all  the  angels  in 
heaven  on  your  side  is  of  no  value.  In  recent  times,  the  Chief  Counsel  has 
been  able  to  produce  some  of  the  numbers  we  need  to  participate  in  the 
numbers  game.  We  cannot  over-enphasize  the  importance  of  that  effort. 

Second,  we  believe  the  Small  Business  Development  Center  program  has 
matured  into  an  effective  and  efficient  initiative.  We  continue  to  hear 
only  good  things  about  the  program.  It  is  an  example  of  the  Federal 
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government  maximizing  efficiency  by  leveraging  resources.  It  has  come  as  a 
surprise  to  us  that  the  SBDC  has  regularly  been  the  focus  of  either 
regulatory  restrictions  or  budgeteiry  brawls.  Almost  a  decade  and  a  half 
ago,  we  expressed  our  own  skepticism  about  the  creation  of  this  program 
believing  academicians  would  prosper  and  small  businesses  would  not  receive 
any  real  world  help.  The  SBDC  has  proven  us  and  the  skeptics  wrong.  The 
state  directors  are  highly  qualified  individuals  and  the  assistance  they 
provide  has  become  invaluable.  The  program  had  been  moving  in  the  direction 
of  a  partnership  of  federal,  state,  local,  and  private  cooperation.  The 
federal  government  should  not  press  the  program  under  its  regulatory  thumb 
as  creativity  and  enthusiasm  will  be  lost  in  the  effort.  At  the  same  time, 
the  federal  government  cannot  abdicate  the  indispensable,  catalytic  role  it 
plays  in  the  funding  of  SBIXIs . 

Third,  we  are  convinced  the  venture  capital  programs,  the  Small 
Business  Investment  Conpany  and  the  Specialized  Small  Business  Investment 
Conpany  programs  make  valuable  contributions  to  our  economy.  We  believe  the 
government  can  help  prime  the  engine  of  small  business.  There  is  no  big  bang 
theory  for  small  business.  Start-ups  are  difficult  to  engineer  and  the 
risks  are  high,  but  given  the  pay-offs  we  cannot  be  shy  in  stating  that 
government  should  play  a  role  in  the  process.  However,  once  the  car  is 
running,  take  your  foot  off  the  brake  and  let  it  go.  If  government  gets  it 
going,  small  business  will  keep  it  going.  Our  criteria,  then,  is  what 
programs  will  maximize  job  creation  and  minimize  government  interference. 
If  government  would  focus  on  that  criteria,  whether  it  be  through  the  SBA  or 
the  tax  code,  we  believe  the  economy  and  the  nation  will  be  better  off . 

We  hope  we  speak  for  the  beneficiaries,  past  and  future,  as  well  as 
those  many  small  business  owners  who  encourage  other  entrepreneurs  because 
they  know  first-hand  the  more  diverse  our  economy,  populated  by  small 
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businesses,  the  better  off  we  all  are.  The  SBIC  and  SSBIC  programs  work.  We 
often  get  caught  up  in  our  own  rhetoric  about  jobs  created,  but  the  truth  is 
we  ask  these  venture  capital  conpanies  to  go  where  no  one  else  will  venture. 
We  want  SBICs  and  SSBICs  to  take  the  risks,  to  seek  out  the  opportunities 
that  do  require  a  roll  of  the  dice.  The  record  of  these  programs  do,  in  fact, 
show  that  they  can  pick  the  winners,  but  we  do  not  need  the  statistics  to  tell 
us  these  programs  are  of  value. 

We  believe  the  programs  do  strike  a  careful  balance.  On  one  hand,  the 
government  serves  an  appropriate  role,  that  would  go  unfulfilled,  in  priming 
the  small  business  job  creation  machine.  The  start-up  scenario  is  one  of  the 
few  instances  where  government  can  legitimately  play  a  role .  In  a  slightly 
different  context,  former  Senator  Long  once  said  about  an  incentive  in  the 
tax  code,  "I'm  not  adverse  to  using  a  little  sugar  to  get  the  horse  in  the 
barn. "  At  the  same  time,  it  is  a  government  program  structured  around 
significant  reliance  on  the  private  sector.  -  ' 

Recently,  the  SBIC  program  has  undergone  significant  positive  change. 
We  believe  new  safeguards  are  in  place  as  well  as  new  incentives  to  make  the 
program  even  more  attractive  to  the  venture  capital  community.  We  need  to 
let  these  changes  settle  in.  We  are  very  optimistic  about  the  outlook. 

The  more  difficult  decision  for  us  is  the  role  of  the  SBA  in  providing 
financial  loan  assistance.  This  question  always  lurks  in  the  background  of 
any  discussion  about  the  future  of  the  agency.  Indeed,  in  recent  years,  we 
have  been  forced  to  rehash  the  issue  more  often  than  we  would  like. 

As  we  said  at  the  outset,  government  can  have  a  limited  role  in  priming 
the  puitp.  Specifically,  it  should  prime  the  punp  when  no  one  else  will. 

It  seems  to  us ,  the  SBA  is  the  lender  of  last  resort  for  those  who  cannot 
secure  the  help  they  need  elsewhere.  We  do  not  take  it  as  gospel  that  sinply 
because  the  guaranteed  lending  program  runs  out  of  money  each  year ,  suggests 
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it  is  a  success .  Nor  do  we  necessarily  believe  the  fact  that  running  out  of 
money  is  indicative  of  the  demand  for  capital . 

Since  we  have  been  affiliated  with  the  small  business  community,  access 
to  capital  has  always  surfaced  as  a  top  priority.  Whether  it  is  equity  or 
debt,  small  business  is  constantly  seeking  funds.  There  is  never  enough  of 
it,  nor  is  it  as  accessible  or  as  affordable  as  we  would  like  —  probably  never 
will  be. 

First,  one  must  accept  there  may  be  a  role  for  the  government  to  prime 
the  small  business  pump.  One  must  accept  that  job  creation,  innovation,  and 
the  economic  stability  associated  with  the  small  business  sector,  is  worth 
pursuing.  If  those  premises  are  accepted,  the  litmus  test,  in  our  opinion, 
is  whether  the  government  program  is  filling  a  need  that  absolutely  cannot 
be  fulfilled  elsewhere. 

Overall,  we  would  say  there  is  a  need  for  a  lender  of  last  resort.  But  we 
still  must  ask  ourselves  if  the  loans  being  made  through  the  current 
programs,  are  loans  that  would  be  made  otherwise?  Our  inpression  is,  the 
lender  community  has  been  forthcoming  in  its  effort  to  ensure  the  loans  they 
are  making  do  meet  the  litmus  test  of  true  need.  We  do  not  know  if  we  could 
produce  a  perfect  solution  ourselves ,  but  the  fact  the  program  is  constantly 
running  out  of  money  suggests  we  need  to  continue  to  explore  whether  the 
litmus  test  is  being  met. 

We  would  add  one  cautionary  note .  To  the  extent  the  program  remains ,  it 
seems  to  us  to  defeat  the  purpose  of  a  program  created  to  help  higher  risk 
entrepreneurs ,  to  attempt  to  stem  the  pace  of  lending  by  adding  requirements 
that  are  merely  passed  on  by  the  lenders  to  these  borrowers.  Their  chances 
for  success,  and  by  extension,  the  chances  for  the  economy  to  benefit,  are 
already  high  enough;  adding  to  the  burdens  does  not  make  sense. 
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We  should  compliment  the  agency  for  its  efforts  to  reduce  burdens  by 
inplementing  such  efforts  as  the  "lowdoc"  initiative.  The  agency  appears  to 
be  making  legitimate  progress  in  tightening  its  focus. 

In  conclusion,  we  return  to  our  twin  premises,  "less  is  better"  and 
"government  can  make  a  positive  contribution. "  I  believe  we  have 
highlighted  those  programs  and  efforts  that  illustrate  the  point  at  which 
those  objectives  can  co-exist.  We  look  forward  to  working  with  the 
committee  on  SBA  matters  and  the  many  other  issues  that  are  of  concern  to 
small  business. 
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Chairman  Bond.  Thank  you  very  much,  Mr.  Petty.  In  your  writ- 
ten testimony  you  mentioned  Government-guaranteed  loans  going 
to  businesses  that  should  be  able  to  obtain  commercial  financing. 
You  referred  to  it.  Is  there  any  way  that  we  can  distinguish  those 
who  need  it  and  those  who  do  not? 

Mr.  Petty.  That  is  a  tough  question,  isn't  it? 

Chairman  Bond.  That  beats  the  heck  out  of  me  and  I  just  won- 
dered if  you  had  a  good  view  on  it. 

Mr.  Petty.  I  am  not  sure  I  have  the  categorical  answer.  I  do  not 
think  there  is  a  hard  and  fast  set  of  criteria.  It  just  seems  to  us, 
though,  that  money  given  out  to  empty  the  coffers  and  to  call  that 
success,  if  the  result  is  that  the  failure  rate  on  those  loans,  or  the 
entrepreneurial  efforts  themselves  or  initiatives  are  of  such  high 
risk  that  they  are  doomed  to  failure  anyway.  There  ought  to  be 
some  way  that  we  can  control  and  then  measure  the  success  at  the 
outset  by  establishing  more  rigorous  and  demanding  standards  of 
the  borrowers. 

Chairman  Bond.  On  the  first  panel,  two  out  of  three  said  it  was 
absolutely  necessary  and  the  third  gentleman  said  he  could  get  the 
money  without  it. 

Mr.  Petty.  But  you  showcased  some  of  the  most  extraordinary 
entrepreneurs  in  America;  not  one  of  whom  had  long  hair.  We 
know  there  are  millions  of  entrepreneurs  out  there  that  are  in  busi- 
ness today  and  gone  tomorrow. 

Chairman  Bond.  Dr.  Varney,  you  wanted  to  comment  on  that? 

Mr.  Varney.  Yes,  the  comment  that  I  had  is  a  basic  support  of 
the  free  enterprise  system  that  we  have.  It  seems  to  me  it  would 
be  a  mistake  to  try  to  provide  more  and  more  regulation,  and  more 
and  more  wickets  to  go  through  to  secure  loans.  It  might  be  better 
off  when  you  join  together  with  other  kinds  of  private  industry  like 
you  have  in  the  banking  program  where  there  is  a  guarantee  be- 
hind it.  I  do  not  know  enough  about  that  program,  but  if  the  banks 
were  required  to  go  collect  the  money  themselves — when  private  in- 
dustry has  to  participate  in  a  significant  way,  it  seems  to  me  that 
it  is  self-regulating  in  that  sense. 

Chairman  Bond.  There  is  a  LowDoc  loan  program  which  essen- 
tially puts  more  of  the  burden  on  the  bank  for  a  loan  that  goes 
back.  I  know  a  few  small  town  bankers  and  lenders,  and  if  they 
know  they  are  going  to  take  a  hit  when  a  loan  goes  bad,  they  do 
all  the  work  and  more  than  any  Government  agency  could  do,  and 
they  will  tell  you  more  about  the  potential  borrower  than  a  stack 
of  paper  forms  will  tell  you. 

But  let  me  ask  sort  of  a  general  question.  Senator  Warner  re- 
ferred to  it;  I  think  you  all  touched  on  it.  Are  there  ideas  of  how 
Government  could  use  its  limited  resources  to  increase  liquidity  for 
small  business  without  directly  making  loans  or  guarantees  that 
substitute  for  the  bank's  efforts  to  assist  credit  risks?  Do  you  have 
any  ideas,  any  thoughts  on  more  fruitful  ways  of  getting  the  credit 
out  to  the  entrepreneurs  who  need  it? 

Mr.  Shattuck.  Mr.  Chairman,  I  think  that  the  partnership  now 
between  the  private  sector  and  Government  works  very  well.  I  do 
not  agree  that  the  SBA  loan  program  is  the  lender  of  last  resort. 
I  think  the  program  works  very  well.  The  banks  like  it.  It  is  very 
popular.  It  runs  out  of  money  every  year.  It  has  helped  to  fuel  our 
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economy.  It  is  exactly  what  we  need.  The  fact  is  that  in  1953  banks 
were  not  interested  in  long-term  loans,  would  not  do  them,  and 
they  would  not  do  them  today  if  it  was  not  for  the  SBA. 

So  I  think  we  ought  to  keep  it  just  the  way  it  is.  We  have  got 
a  great  program  going.  The  loans  are  attractive  to  the  secondary 
market,  which  means  that  banks  can  re-lend  their  money.  I  think 
we  have  got  a  great  program  going;  just  keep  it  going  and  increase 
it,  because  the  demand  is  there,  Mr.  Chairmgin.  If  we  want  to  keep 
this  economy  going,  we  should  fuel  the  credit  needs  of  the  small 
business  sector. 

Chairman  Bond.  What  about  the  $500,000  cap? 

Mr.  Shattuck.  I  think  the  $500,000  cap  was  put  there  because 
of  the  tremendous  demand  and  they  were  afraid  that  they  would 
run  out  of  money  and  they  would  want  to  come  back  up  here  and 
get  some  sympathy  from  the  Congress  for  more  money  from  the 
SBA  and  they  figured  they  probably  were  not  going  to  get  it.  So 
I  do  not  think  it  is  a  good  thing. 

I  think  the  cap  will  diminish — it  will  put  more  money  out,  but 
it  will  not  help  some  of  the  people  that  you  met  earlier,  on  the  first 
panel. 

Ms.  LiTTLEJOHN.  Mr.  Chairman,  I  would  like  to  add  a  couple  of 
thoughts  to  what  Lew  Shattuck  was  saying  just  a  moment  ago,  and 
I  am  going  to  give  you  a  few  statistics  just  so  you  have  a  feeling 
for  what  the  access  to  capital  issue  has  been  like  for  women. 

I  mentioned  in  my  testimony  that  historically  at  SBA,  their  loans 
for  women  have  been  at  the  12-percent  level.  There  has  been  a 
great  deal  of  emphasis  recently  to  increase  the  loan  volume  to 
women,  so  it  increased  to  20  percent  in  fiscal  year  1994.  Women 
received  26  percent  of  the  LowDoc  loans  and  43  percent  of  the  little 
tiny  Microloans  in  fiscal  year  1994. 

These  programs  have  been  extraordinarily  important  for  women 
because  historically  women  have  felt  that  they  were  discriminated 
against  in  obtaining  loans.  Even  now,  women  business  owners  are 
three  times  more  likely  to  use  credit  cards  for  short-term  financing 
than  are  male  business  owners. 

So  we  have  been  looking  at  any  and  all  kinds  of  mechanisms  to 
increase  access  to  loans  for  women  business  owners  and  we  have 
been  really  excited  about  the  pre-qualification  loan  system  that  we 
mentioned  before  because  that  is  the  best  of  the  education  and 
training  side  and  the  actual  loan  side,  not  huge  dollar  amounts 
typically  but  a  very  meaningful  kind  of  program. 

I  also  think  there  is  some  very  exciting  synergy  that  is  happen- 
ing between  women  business  owners,  the  SBA,  the  SBDCs,  and  the 
banks  at  this  moment  in  time.  And  I  think  there  is  even  more  po- 
tential for  synergy  between  the  public  sector  and  the  private  sector 
along  those  lines.  We  have  been  finding  very  exciting  developments 
in  communities  where  we  have  had  those  demonstration  projects, 
where  we  have  had  finsincial  initiatives  in  town.  It  is  like  this 
amazing  synergy  starts  happening  that  ends  up  having  catalytic 
impacts  that  go  way,  way  beyond  the  small  amount  of  money  being 
spent  in  that  particular  community. 

Chairman  Bond.  I  think  that  obviously  is  a  tremendous  success. 
You  heard,  in  the  earlier  panel,  there  was  a  question  raised  about 
set-asides.  There  was  a  question  that  one  small  business  owner  had 
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about  setting  aside  on  8(a)s  and  you  talked  about  set-asides  for 
women  business  owners. 

Do  you  think  there  needs  to  be  a  specific  set-aside  on  Govern- 
ment contracts? 

Ms.  LiTTLEJOHN.  I  missed  most  of  the  first  panel,  so  I  cannot 
speak  to  the  precise  points  that  were  raised  there.  NAWBO  had 
been  very  much  in  support  of  the  5  percent  goal  in  legislation  and 
that  has  been  very  strongly  our  position.  Prime  contracts  for 
women  business  owners  have  only  been  at  1.8  percent  and  with 
that  legislation,  with  the  goal,  it  is  moving  toward  5  percent.  I 
think  that  agencies  are  going  to  be  working  very  assiduously  to  get 
it  up  to  that  5  percent.  That  is  a  mechanism  we  would  like  to  work 
with  right  now. 

Chairman  Bond.  You  mentioned  some  of  the  things  that  are 
working.  Are  there  other  things  that  the  Small  Business  Adminis- 
tration could  do,  in  reaching  out  and  assisting  women  business 
owners,  or  would-be  women  business  owners,  to  get  started? 

Ms.  LiTTLEJOHN.  I  think  there  are  some  very  important  issues 
that  go  beyond  the  issue  of  women  business  owners,  per  se.  I  be- 
lieve, as  we  are  looking  at  welfare  reform  and  moving  people  into 
the  workforce,  we  need  to  be  looking  very,  very  much  at  entre- 
preneurial training  and  management  and  technical  assistance. 

A  big  chunk  of  that  is  going  to  affect  women  because  a  number 
of  women  are  welfare  recipients,  but  I  think  that  the  tools  of  entre- 
preneurship,  whether  you  are  talking  about  for  women,  whether 
you  are  talking  minorities,  whether  you  are  talking  youth  entre- 
preneurial training,  I  think  that  is  a  preeminent  national  priority. 
I  believe,  particularly  as  we  are  looking  at  the  downsizing  of  cor- 
porate America,  we  need  to  be  looking  at  more  and  more  mecha- 
nisms and  vehicles  for  encouraging  entrepreneurship. 

I  do  not  think  it  is  something  that  happens  just  in  one  tiny  sec- 
tor of  society.  I  think  schools  need  to  look  at  that.  I  think  church 
groups  need  to  look  at  that.  I  think  the  entire  infrastructure  within 
communities  need  to  look  at  that.  It  is  a  terribly  important  eco- 
nomic development  and  community  development  issue. 

But  there  is  one  other,  broader  issue  that  I  would  like  to  speak 
to  that  goes  beyond  just  women  business  owners,  though  it  is  of 
strong  interest  to  women  business  owners,  and  that  is  the  whole 
area  of  international  trade.  I  believe  that  we  are  terribly  derelict 
as  a  country  in  not  doing  more  to  support  the  growth  of  small  and 
mid-sized  firms  that  really  have  the  potential  to  work  in  the  inter- 
national area. 

I  do  not  believe  that  is  something  that  can  be  catalyzed  exclu- 
sively at  the  Federal  level.  There  is  a  terribly  important  State  role 
and  a  local  and  a  regional  role,  but  there  is  a  very  important  miss- 
ing gap  component,  and  that  is  the  role  of  trade  associations  and 
business  organizations  in  helping  their  members  move  into  inter- 
national markets.  That  is  very  pervasive  in  European  and  Asian 
countries  right  now.  The  United  States  is  terribly  behind  the  curve 
on  that. 

I  think  committees  that  have  any  jurisdiction  whatsoever  in  the 
international  trade  area,  plus  agencies  that  have  potential  jurisdic- 
tion in  that  area,  really  need  to  look  at  connecting-the-dots  kinds 
of  roles.  United  States  associations  think  that  their  sole  respon- 
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sibilities  are  advocacy  and  promotion  that  supports  advocacy.  In 
Europe  and  Asia,  expanding  business  opportunities  internationally 
is  a  very  important  role. 

Our  association  has  been  very  involved  with  international  trade 
since  1984,  and  I  think  we  need  to  do  things  to  encourage  other 
associations  to  move  in  that  area.  Market  development,  cooperator 
programs,  and  things  like  the  international  programs  that  the  Of- 
fice of  Women's  Business  Ownership  at  SBA  did  have  been  enor- 
mously important  in  that  area. 

Chairman  Bond.  That  was  a  very  good  segue  into  what  was 
going  to  be  my  next  question.  I  have  several  objectives  that  I  hope 
this  committee  can  pursue.  For  a  final  question,  I  would  just  ask 
you  for  your  selections  of  the  top  three,  five  or  ten  regulatory  areas 
that  this  committee  should  urge  our  authorizing  committees  to  look 
at,  in  terms  of  legislative  oversight,  to  lower  regulatory  burdens. 
You  can  either  give  them  to  me  here  or  send  them  to  me,  but  we 
have  set  up  a  tentative  priority  list  based  on  the  kinds  of  input  we 
get  from  small  business  people. 

But  one  of  the  other  items  that  has  been  of  tremendous  interest 
to  me,  as  a  former  Governor  of  Missouri  in  the  early  1970s  and  the 
early  1980s,  I  led  trade  missions  abroad.  During  a  period  of  time 
when  I  was  not  in  Government  service,  I  served  on  a  district  export 
council.  Throughout  all  of  these  steps  I  have  tried  to  figure  out 
ways  to  get  more  businesses,  small  and  medium-sized  businesses, 
in  international  trade.  I  have  had  the  opportunity  to  travel  abroad. 
I  know  that  major  corporations  are  seeing  their  business  growth 
opportunities  overseas,  in  Southeast  Asia,  the  Pacific  Rim,  Latin 
America.  But  our  small  businesses  are  not  there. 

I  also  chair  the  Banking  Committee's  International  Monetary 
and  Trade  Subcommittee,  and  between  these  two  committees  I 
would  like  your  ideas  on  what  we  can  do  to  help  you,  and  the  peo- 
ple that  you  represent,  be  more  active  in  more  international  trade. 

I  know  Dr.  Vamey  has  already  talked  about  global  trade,  but  I 
think  Mr.  Petty  wanted  to  add  something  on  that,  as  well. 

Mr.  Petty.  We  are  in  the  moving  and  storage  industry  and  an 
interesting  trend  that  we  have  seen  in  the  last  6  years  is  there  are 
now  a  quarter  of  a  million  American  citizens  leaving  the  United 
States  permanently  to  work  overseas.  And  many  of  those  individ- 
uals are  entrepreneurs  who  are  going  overseas  in  markets  where 
there  is  more  opportunity,  less  government  burden,  more  capital, 
and  frankly  more  potential  to  make  a  buck  and  build  a  real  future. 
That  is  up  from  187,000  in  just  1987. 

The  14-percent  growth  rate  in  international  moving  right  now 
has  really  created  a  boom  market.  And  yet,  out  of  12,000  moving 
companies  in  the  United  States,  probably  less  than  100  of  them  are 
bona  fide,  qualified  to  handle  international  relocation. 

One  of  the  things  that  we  are  doing  as  a  trade  association  is  to 
create  national  and  international  standards  of  qualification  to  be- 
come competent  to  handle  this  business  at  an  international  level. 
It  certainly  would  be  prudent,  it  seems  to  us,  if  the  Government 
would,  in  looking  at  loan  programs  through  SBA  or  training  pro- 
grams through  the  Department  of  Labor,  to  look  at  those  industries 
that  have  established  voluntarily  international  and  domestic  stand- 
ards of  performance,  as  well  as  for  training  and  qualification,  have 
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systematized  those  in  certification  programs  that  are  recognized 
worldwide.  So  that  in  our  industry  if  a  mover  is  in  Bangladesh  or 
Vietnam — we  just  opened  a  new  moving  company  in  Vietnam — or 
San  Francisco,  the  customer  knows  that  there  is  some  uniformity 
of  competency. 

And  if  the  Government  then  would  focus  training  dollars  in  those 
trade  association-funded  systems  and  created  incentives  for  people 
to  not  only  become  qualified  to  handle  business  with  existing  com- 
panies, but  to  give  them  the  skills  to  compete  against  world-class 
standards,  I  think  that  would  be  a  remarkable  achievement.  There 
are  already  235  national  trade  associations  right  in  Washington 
that  have  created  such  national  and  international  standards. 

Chairman  Bond.  That  is  an  extremely  good  idea.  I  had  promised 
that  we  would  conclude  the  hearing  by  4  o'clock,  but  let  me  finish 
up  and  give  Mr.  Shattuck  and  Dr.  Varney  an  opportunity  to  ad- 
dress that  international  trade  question.  I  have  one  other,  before  we 
get  to  the  final  question.  Lew? 

Mr.  Shattuck.  Our  interest  in  the  trade  has  been  the  fact  that 
our  granite  is  beautiful  granite  up  there  in  Barre,  but  other  coun- 
tries have  granite,  too.  Our  problem,  Mr.  Chairman,  has  been  that 
other  countries  are  subsidizing  enormously,  like  the  Indians,  their 
operation  to  the  point  of  like  75  cents  on  the  dollar  of  granite 
shipped  to  this  country  has  been  subsidized  by  the  Indians.  That 
is  pretty  hard  to  compete  with.  So  the  Canadians  have  already  got 
them  for  dumping  and  subsidization. 

We  would  love  to  do  more.  We  think — you  talk  about  level  play- 
ing fields,  we  think  that  our  country  has  made  it  very  difficult  for 
us  to  go  overseas  when  we  are  trying  to  hold  on  to  our  own  market 
right  here  in  the  United  States  because  of  other  countries  enor- 
mously subsidizing  their  raw  materials,  such  as  granite.  Everybody 
has  granite. 

Chairman  Bond.  That  is  where  GATT  has  supposedly  eliminated 
that. 

Mr.  Shattuck.  Every  time  GATT  comes  out,  Mr.  Chairman,  we 
end  up  giving  up  a  whole  lot  of  stuff  and  supposedly  it  is  supposed 
to  turn  the  table,  but  it  always  comes  up  short,  in  my  opinion. 

Chairman  Bond.  Dr.  Varney. 

Mr.  Varney.  I  had  an  enjoyable  experience  because  we  happen 
to  have  a  particular  product  that  was  not  offered  anywhere  but  the 
United  States,  so  as  we  took  it  internationally,  we  did  not  run  into 
many  of  the  difficulties  that  other  folks  normally  do.  So  I  do  not 
think  I  have  anything  to  add  on  that  score. 

Ms.  LiTTLEJOHN.  Just  a  couple  of  quick  additions,  other  ideas 
that  I  have  been  thinking  about  are  export  learning  networks  with- 
in associations  for  people  to  learn  more  about  international  trade 
or  within  regional  areas.  I  have  also  been  looking  at  the  whole 
issue  of  second-tier  exporting  and  relationships  that  might  happen 
between  large  firms  and  small  firms  within  an  industry. 

Chairman  Bond.  And  the  pilot  fish  and  the  other — this  is  one 
area  that  we  have  looked  at  as  well. 

Ms.  LiTTLEJOHN.  Also,  I  think  the  whole  area  of  export  trading 
companies.  I  think  the  legislation  might  be  reviewed  along  those 
lines. 
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Chairman  BOND.  It  was  a  disaster.  None  of  the  banks  that  I 
worked  with 

Ms.  LiTTLEJOHN.  It  absolutely  did  not  work. 

Chairman  Bond.  They  said  it  just  did  not  work.  We  tried  unsuc- 
cessfully for  2  years,  and  finally  just  said  we  have  got  to  change 
the  law. 

Ms.  LiTTLEJOHN.  So  I  think  that,  if  it  were  done  correctly  the 
next  go-around,  would  have  possibilities.  And  also,  I  think  several 
of  these  points  have  ramifications  in  the  antitrust  area  that  would 
require  some  review  as  well.  But  I  think  there  is  an  enormous 
amount  that  can  be  done  with  not  very  much  money  but  some  good 
imagination.  I  would  very  strongly  encourage  you  to  look  at  that. 

Chairman  BOND.  One  thing  that  was  interesting  to  me,  one  of 
the  measures  that  is  being  debated  right  now  on  the  House  side 
is  something  called  tort  reform,  requiring  the  loser  in  a  lawsuit  to 
pay  for  the  legal  fees  of  the  other  side.  Now,  I  heard  a  radio  ad 
in  which  a  gentleman  represented  himself  to  be  a  small  business 
man  and  said  that  this  would  be  a  terrible  imposition  on  small 
businesses  and  would  totally  tilt  the  playing  field  against  the  small 
business. 

I  would  just  ask,  to  you  representing  small  business,  whether 
you  think  tort  reform  is  necessary  for  small  business,  or  is  that  a 
Trojan  horse  for  small  business? 

Mr.  Varney.  On  the  surface  it  certainly  sounds  like  a  valuable 
idea.  I  think  that  if  we  could  find  a  way  to  bring  justice  back  to 
the  system  we  would  be  doing  a  whole  lot,  because  it  seems  to  me 
the  legal  system,  as  I  have — I  guess  I  can  call  it  an  opportunity  to 
be  involved  in  from  time  to  time — has  not  been  related  to  justice 
so  much  as  it  has  been  related  to  positioning  and  technical  charac- 
teristics of  the  law. 

So  if  we  could  find  a  way  to  adjust  that,  then  I  think  that — if 
we  are  talking  about  justice,  and  then  the  loser  gets  to  pay,  that 
sounds  like  a  reasonable  thing.  If  we  are  talking  about  legal  joust- 
ing and  the  best  technical  legal  position  wins,  then  that  may  not 
be  as  valuable  because  the  large  company  would  be  able  to  do  a 
much  better  job. 

Chairman  Bond.  Mr.  Shattuck. 

Mr.  Shattuck.  Product  liability  has  been  a  major  small  business 
now  for  over  a  decade.  It  has  been  very  expensive  for  small  busi- 
ness and  the  consumer.  And  we  look  to  the  new  climate  up  here 
on  the  Hill  as  appropriate  time  to  finally  get  the  job  done.  It  has 
lingered  for  much  too  long.  Senator,  and  we  are  looking  for  a 
change. 

Chairman  Bond.  Ms.  Littlejohn. 

Ms.  LiTTLEJOHN.  I  would  basically  agree  with  Mr.  Shattuck. 

Chairman  BOND.  Mr.  Petty. 

Mr.  Petty.  I  am  a  lawyer,  but  we  definitely  need  reform.  The 
question  is.  What  are  these  1  million  American  lawyers  going  to  do 
for  a  living?  I  think  you  may  have  them  testifying  10  years  now 
before  this  committee  on  the  impact  of  these  new  regulations  on 
their  economic  well-being  and  we  will  be  looking  for  SBA  loans. 

Chairman  BOND.  You  can  either  be  in  moving  and  storage  or  be 
Chairman  of  the  Small  Business  Committee,  I  guess.  [Laughter.] 
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Let  me  conclude  by  asking  you  if  you  would  share  with  me  your 
top  picks  on  what  areas  we  should  deal  with  first  in  the  question 
of  excessive  regulatory  burden  on  small  business.  Dr.  Varney? 

Mr.  Varney.  The  experiences  that  I  have  had,  one  of  them  sticks 
out  largely  and  that  is  OSHA.  We  have  had  the  requirement,  for 
example,  to  label  a  bottle  of  Clorox  with  its  own  label,  with  a  label 
on  the  cabinet,  with  paperwork  that  says  this  is  Clorox,  and  you 
are  not  supposed  to  drink  it.  I  mean,  things  that  people  in  the 
household  deal  with  all  the  time,  and  yet  the  regulations  re- 
quire- 


Chairman  Bond.  You  have  had  that  experience? 

Mr.  Varney.  My  wife  has  specifically  had  that  experience  in  her 
dental  office. 

Chairman  Bond.  I  was  told  by  people  in  OSHA  that  that  does 
not  really  happen. 

Mr.  Varney.  Oh,  I  looked  at  it  last  night.  Do  you  want  me  to 
show  you?  Come  on  down  to  Reston,  and  I  will  show  you. 

Chairman  Bond.  Others? 

Mr.  Varney.  There  is  a  large  amount  of  paperwork  involved  in 
OSHA  specifically  for  small  businesses  that  deal  with  any  kinds  of 
liquids  and  hazardous  materials. 

I  think,  in  my  construction  work,  the  Americans  With  Disabil- 
ities Act  has  gotten  way  out  of  whack  and  there  are  stories  of  re- 
quirements for  wheelchair  access  and  other  things  in  places  where 
it  just  really  does  not  make  sense.  I  think  that  has  been  there. 

But  the  larger  one,  I  think,  is  in  the  Department  of  Labor  with 
regard  to  personnel  issues  and  having  a  small  company  requiring 
to  put  together  an  HR  program  when  you  are  much  younger  than 
you  want  to  begin  to  worry  about  that,  you  have  got  a  very  strong 
team,  everybody  is  pulling  together,  everybody  is  looking  out  for 
one  another,  and  yet  you  have  got  EEO  requirements  and  HR  re- 
quirements that  are  looming  large  over  you,  and  it  is  an  expense 
and  a  bother  that  I  think  would  be  well  to  take  away. 

Chairman  BOND.  Mr.  Shattuck. 

Mr.  Shattuck.  The  Clean  Air  Act  is  just  getting  into  the  States 
and  some  of  the — the  granite  industry  is  a  very  clean  industry,  but 
some  of  the  rules  that  are  out  on  emissions  from  heating  our 
plants,  et  cetera,  are  absolutely  ridiculous  and  they  are  going  to 
cost  an  awful  lot  of  money.  It  is  just  now  getting  down  into  the 
State  level,  Mr.  Chairman,  and  it  is  going  to  be  very  expensive  for 
business  and,  in  turn,  it  will  be  passed  on  to  the  consumer. 

And  Vermont,  by  the  way,  has  the  cleanest  air  on  earth.  I  mean, 
you  cannot  get  any  cleaner,  and  yet  we  are  spending  thousands 
and  thousands  of  dollars.  There  is  some  backing  off,  in  terms  of 
auto  emissions,  you  may  recall.  They  have  not  backed  off  in  terms 
of  industrial,  and  they  should. 

Chairman  Bond.  Ms.  Littlejohn. 

Ms.  Littlejohn.  OSHA  and  some  of  the  environmental  regula- 
tions are  the  ones  I  have  heard  most  about. 

Chairman  Bond.  Which  environmental  specifically? 

Ms.  Littlejohn.  The  Clean  Air  Act  has  been  one  that  has  been 
of  concern,  but  what  I  would  like  to  do  on  this  is  to  talk  with  our 
vice  president  for  public  policy,  since  I  was  just  added  as  a  witness 
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yesterday,  and  I  want  to  make  sure  that  I  am  current  on  her  hot- 
test issues  right  now. 

Chairman  Bond.  We  would  appreciate  that,  because  that  is  not 
the  end  and  it  does  not  guarantee  that  we  can  get  anything  done. 
All  it  does  is  help  us  focus  our  attention  on  where  we  want  to  look 
first,  because  there  is  a  wide  range  of  field.  This  helps  us  begin  to 
determine  a  rough  system  of  priorities. 

Finally,  Mr.  Petty. 

Mr.  Petty.  Our  SBLC  coalition  put  together  a  list  of  what  we 
call  a  Subcontract  With  America,  which  is  our  top  ten  priorities. 
One  of  the  areas  that  most  affects  our  industry  are  the  employment 
laws.  One  of  the  points  we  make  in  our  subcontract  is  somehow, 
if  we  could  have  some  relief  on  some  of  these  onerous  employment 
laws,  human  resource  laws,  and  put  a  cap  on,  say,  100  employees 
or  less.  In  our  industry,  we  are  really  desperate  to  find  people  to 
provide  moving  and  storage  services.  It  is  not  a  glorious  job  and  if 
we  find  a  good  worker,  we  will  do  everything  we  can  to  keep  him 
or  her.  We  are  not  about  to  discriminate  or  be  unfair  or  harm 
them. 

Chairman  Bond.  Ms.  Littlejohn,  and  gentlemen,  thank  you  very 
much  for  your  testimony.  As  we  have  indicated,  there  are  lots  of 
areas  for  discussion.  We  sincerely  appreciate  your  coming  before  us 
today.  The  staff  of  the  other  members  will  be  reporting  back  to 
them  and  we  will  have  the  record  of  your  testimony  as  we  look  at 
these  issues  affecting  the  Small  Business  Administration  and  small 
business  generally. 

We  thank  you  for  your  time  and  we  invite  your  further  com- 
ments. We  appreciate  your  taking  the  time  to  be  with  us  here 
today.  The  hearing  is  adjourned. 

[Whereupon,  at  4:08  p.m.,  the  committee  was  adjourned.] 
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OPENING  STATEMENT  OF  SENATOR  CONRAD  BURNS 

Committee  on  Small  Business 

February  16, 1995 


The  Small  Business  Committee  today  is  looking  at  the  federal  government's  role  in 
promoting  small  business  in  the  United  States,  and  in  particular  the  Small  Business 
Administration's  role  in  assisting  and  promoting  small  business  interests.  I  am  pleased  to  be  a 
part  of  this  process. 

The  SB  A  provides  a  wide  range  of  services  to  small  business  owners.  Everything  from 
loan  assistance  with  the  7(a)  program  to  disaster  relief  to  consulting  programs.  We  covered  this 
last  week  when  the  SBA  administrator,  Mr.  Phil  Lader,  and  his  staff  were  kind  enough  to  give  us 
and  overview  of  the  SBA  and  the  programs  and  assistance  they  provide. 

Today  I  look  forward  to  hearing  from  small  business  owners.  1  hear  from  Montana  small 
business  owners  about  the  SBA  all  the  time  ~  some  good,  some  not  so  good.  The  Small 
Business  Administration  has  come  a  long  way  in  addressing  problems  and  improving  services  to 
small  businesses,  and  I  am  pleased  they  are  looking  for  ways  to  continue  to  build  on  past 
improvements. 

The  vast  majority  of  small  business  owners  look  at  the  federal  government  as  more  of  an 
impediment  to  business  than  a  help.  Fines  levied  for  filling  in  the  wrong  line  or  costly  fights 
over  compliance  with  regulations  are,  unfortunately,  more  the  norm  than  the  exception. 
Compliance  with  onerous  federal  regulations  are  costly  and  time-consuming.  Moreover,  the 
capital  gains  rate  and  tax  system  strangle  capital  investment  and  development.  It's  time  the 
federal  government  became  more  responsive  to  small  business  owners'  needs. 

The  number  of  federal  regulations  grows  daily;  the  size  of  fines  increase;  and  the  amount 
of  paperwork  multiplies.  The  number  of  environmental,  workplace  safety  and  employment 
regulations  have  skyrocketed  over  the  last  20  years.  Trifling  regulations  and  fines  seem  to  be 
more  important  than  any  worker  safety,  consumer  protection  or  environmental  protection  goals. 

fristead  of  helping  companies  identify  and  comply  with  regulations,  inflexible  federal 
bureaucracies  charge  huge  fines.  The  atmosphere  between  the  government  and  business  is  one 
of  hostility,  not  one  of  cooperation. 

It  is  time  to  encourage  cooperation  and  look  for  ways  that  work.  When  we  look  at  the 
role  of  the  federal  government  in  assisting  and  promoting  small  business,  there  are  many  angles 
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to  consider.  Small  businesses  are  the  cornerstone  of  our  economy.  They  provide  jobs, 
community  development  and  a  firm  tax  base.  A  working  economy  is  a  healthy  economy. 

The  Small  Business  Administration  assists  in  many  aspects  of  small  business  needs. 
However,  there  are  other  areas  that  need  to  be  explored  and  opened  up  to  small  businesses.  The 
federal  government  has  programs  and  contracts  open  for  outside  bids  by  private  companies.  But 
federal  contracts  tend  to  go  to  the  companies  that  have  the  size  and  ability  to  look  for  them. 
Those  contractors  are  usually  the  larger  small  businesses  and  large  corporations. 

There's  not  much  room  for  smaller  small  businesses  in  the  federal  contracting  system. 
About  98%  of  business  firms  in  Montana  are  "small."  I  would  also  note  that  60%  of  all  small 
businesses  in  Montana  have  6  or  fewer  employees  and  80%  have  9  or  fewer.  I  would  like  to  see 
these  companies  get  a  fair  shake  when  dealing  with  the  government. 

However,  there  are  many  smaller  businesses  that  could  be  competitive  if  they  had  the 
resources.  Many  are  able  to  fill  specific  niches  and  are  resilient  enough  to  fill  specific 
requirements.  Unfortunately,  they  are  unable  to  compete  because  they  lack  the  resources  needed 
to  scout  for  and  bid  on  government  contracts. 

This  is  one  aspect  in  which  the  SBA  acts  as  a  liaison  between  the  goverrmient  and  small 
businesses.  The  Small  Business  Innovation  Research  (SBIR)  Program  and  the  Small  Business 
Technology  Transfer  Program  (STTR)  show  that  the  government  can  work  for  small  business. 
The  STTR  pilot  program  has  the  potential  of  revitalizing  and/or  creating  new  small  businesses 
via  the  transfer  of  technologies  developed  by  our  universities  and  Nafional  labs  to  the  small 
businesses.  The  fiinding  is  mandated  by  Congress,  and  the  money  comes  fi-om  the  participating 
agency.  These  programs  assist  small  businesses  by  acting  as  a  clearinghouse  for  solicitations  by 
government  agencies.  This  is  an  important,  pro-active  role  taken  by  the  Small  Business 
Administration. 

Another  example  of  government-business  cooperafion  is  the  Advanced  Technology 
Program.  The  ATP  assists  U.S.  businesses  in  getting  projects  funded  through  the  National 
Institute  of  Standards  and  Technology  (NIST). 

The  program  assists  individual  companies  or  joint  ventures  on  high-risk,  relatively  long- 
term,  technology  R&D  with  the  potential  for  a  high  pay-off  for  the  U.S.  economy.  ATP  supports 
preproduct,  enabling  technologies  ~  programs  businesses  would  not  otherwise  pursue 
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aggressively.  For  their  part,  companies  are  responsible  for  finding  matching  ftinds,  usually 
through  local  and  state  grants.  This  is  a  good  example  of  business  and  government  cooperation 
to  promote  new  industry  and  technology. 

And  another  such  government  sponsored  activity  is  NASA's  Commercial  Technology 
Transfer  Network.  NASA  provides  support  to  facilitate  the  transfer  of  technologies.  One 
problem  is  the  center  Montana  small  businesses  have  to  use  is  in  Houston,  Texas.  Texas  does 
not  border  Montana  and  in  fact,  is  very  far  away  fi-om  Montana.  The  sheer  distance  puts 
Montanan  businesses  at  a  disadvantage.  It  takes  a  toll  on  manpower  and  costs  when  someone 
has  to  be  sent  to  Houston  to  facilitate  technology  transfer. 

The  SBA  has  also  been  instrumental  in  providing  programs  which  give  crucial  assistance 
to  small  businesses.  The  Small  Business  Institute  is  one  such  program.  As  the  Committee 
members  know,  it  was  zeroed  out  in  the  FY  96  budget.  I  was  disappointed  that  this  cost- 
effective  program  was  cut  from  the  budget. 

Through  SBI,  college  students  worked  with  small  businesses,  giving  them  technical  and 
business  advice.  The  business  owner  got  business  advice  and  in  return,  the  students  got  hands- 
on  experience  to  supplement  their  education.  Five  universities  in  Montana  participated  in  this 
program.  At  the  University  of  Montana,  75  to  100  students  participated  in  the  program,  helping 
small  businesses  throughout  western  Montana.  This  is  yet  another  aspect  of  the  SBA,  and  one 
which  I  was  disappointed  to  see  removed  from  the  budget. 

The  role  of  the  federal  government  should  be  to  foster  small  business  and  industry. 
Opportunities  facilitated  through  government  programs  should  be  open  to  all  competitive 
businesses,  small  and  large.  It  is  time  to  examine  the  relationship  between  government  and  small 
business.  Take  what  works  and  get  rid  of  what  doesn't.  There  can  be  a  healthy  relationship 
between  government  and  business,  one  which  is  based  on  respect  not  hostility.  And  I  see  SBA's 
role  as  an  important  liaison  for  small  businesses. 
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OPE>fING  STATEMENT  OF  SENATOR  LARRY  PRESSLER 

Committee  on  Small  Business 

February  16,  1995 


1  thank  Chairman  Bond  for  calling  this  hearing  today  to  consider  the  views  of  the  small 
business  community  regarding  the  future  of  the  Small  Business  Administration  (SBA). 

I  am  pleased  with  today's  line-up  of  witnesses.  As  with  any  oversight  of  a  federal  agency,  it  is 
important  for  us  to  include  the  users  of  that  agency  in  our  dialogue.  Today's  panels  go  beyond 
representatives  of  small  business  groups  to  actual  small  business  owners.  This  will  provide  an 
extremely  important  perspective.  In  a  very  real  sense,  we  will  learn  how  the  government's  "customer" 
is  being  served. 

Last  week's  hearing  provided  an  opporttmity  for  SBA  Administrator  Phil  Lader  to  explain  the 
worth  of  his  agency.  Today  we  will  have  the  opportunity  to  hear  the  views  of  the  intended  benefactors 
of  that  agency. 

Small  businesses  are  the  Nation's  most  vibrant  job  creators.  I  believe  this  sector  of  our 
economy  can  do  even  more.  How  can  the  Federal  government  allow  the  spirit  of  entrepreneurship  to 
flourish?  What  can  Congress  do  to  cultivate  a  fertile  business  environment? 

The  SBA  must  be  a  willing  partner  to  businesses  in  need  of  a  little  boost.  Too  often  however, 
constituents  have  relayed  nightmare  stories  to  me.  Too  often,  small  business  owners  in  my  home  state 
of  South  Dakota  wonder  why  their  tax  dollars  are  being  spent  for  programs  of  little  value  to  them. 

Congress  must  respond  to  such  criticisms,  and  it  can  start  right  here.  By  listening  to  our 
Nation's  job  creators,  we  can  provide  the  tax  incentives  and  regulatory  reforms  they  need  to  continue 
their  growth.  I  hope  today  we  can  uncover  some  of  the  concerns  of  our  Nation's  small  business 
community.  Hopeftilly,  we  will  walk  away  with  a  better  understanding  of  how  these  important  people 
view  the  SBA. 

Again,  I  thank  the  Chairman  for  calling  this  hearing.  I  look  forward  to  hearing  the  testimony 
of  today's  witnesses. 
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BRAND, 


(708)364-1880    fax  (708)364-4599 

PO  BOX  1186 

§^g^%  1045  TONNE  ROAD 

ggjf^^m  ELK  GROVE  VILLAGE  IL  60009-1186 


February  24,  1995 


The  Honorable  Christopher  S.  Bond 

Chairman 

Committee  on  Small  Business 

428A  Russell  Senate  Office  Building 

Washington,  D.C.   20510 

Dear  Chairman  Bond: 

I  am  pleased  to  take  this  opportunity  to  express  my  beliefs  to  the 
"The  Council  of  Growing  Companies".  It  is  important  for  the  Small 
Business  Administration  to  continue  its  efforts  in  improving 
business  conditions  for  America's  small  business. 

The  previous  requirements  had  been  so  stringent,  so  tough  that 
financial  institutions  said  "NO"  before  you  were  through  their 
front  door. 

Today,  however  the  SBA  has  made  a  190  degree  turn.  Our  new 
experience  is  very  positive.  N  E  Brand  has  recently  applied  for  a 
7A  Loan  Guarantee.  The  forms  required  were  very  simple  and  not 
time  consuming.  The  attitude  of  the  banking  people  (First 
Chicago),  the  Certified  Developer  Corporation  ( SomerCar  504,  Inc.) 
were  quite  helpful  and  provided  the  needed  guidance  to  process  the 
paperwork. 

The  SBA  is  not  government  intervention  but  good  government 
assistance.  SBA  is  now  more  effective  and  efficient.  As  a  small 
business  enterprise  we  support  this  agency. 

Sincerely, 

N  E  Brand,  Inc.      ;    / 

/ 


// 


Harold  R.  Fox 
President 


AUTHORIZED  SERVICING  DEALER 
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INTERNATIONAL,  INC. 


159  PARIS  AVENUE  •  PO  BOX  128  •  NORTHVALE,  NJ  07647-0128  •  PHONE  (201)  768-2400  •  FAX  (201 1  768-7789 


Chairman  Bond  and  Members  of  the  Committee: 

As  a  member  of  the  Council  of  Growing  Companies,  I  am  glad  to  have  this  opportunity  to 
share  with  you  the  importance  of  the  Small  Business  Administration  to  small  growing 
companies.  I  hope  that  my  experiences  will  be  relevant  to  your  investigation. 

Aerco  International  has  grown  at  a  compounded  rate  of  1 15%  per  year  since  1982  and  is 
projected  to  continue  at  this  rate  through  the  turn  of  the  century    As  a  manufacturer  of 
high  efficiency  water  heating  systems  for  domestic  and  space  heating  use,  we  have  lead 
our  market  for  commercial,  industrial  and  institutional  applications,  including  the  US  Navy 
surface  ships.  We  have  expanded  our  facilities  over  the  years  and  have  increased  our 
employment  from  60  to  89  employees    My  partners  and  I  have  added  two  sister 
companies,  manufacturing  pressure  switches,  sensors  and  fiber  optic  test  equipment    We 
employ  35  people  in  these  two  companies 

The  Small  Business  Administration  has  helped  our  growth  in  several  ways    As  we  believe 
in  technology  to  develop  new  products  to  maintain  our  growth,  we  have  participated  over 
the  last  three  years  in  the  SBIR  programs  and  have  been  the  recipients  of  three  contracts, 
leading  to  safer  products  for  military  and  industrial  applications. 

We  have  also  used  the  SBA  loan  programs  in  the  past  to  help  cover  our  working  capital 
needs.  We  plan  to  access  this  service  in  1997  when  we  relocate  to  larger  facilities 

We  also  have  had  one  occasion  to  have  the  SBA  act  on  our  behalf  to  investigate  some 
inconsistencies  in  a  contract  with  the  US  Navy,  and  they  did  so,  maintaining  confidentiality 
to  everyone's  benefit 

My  request  to  you  is  to  expand  the  programs  and  simplity  the  procedures  for  SBA  loans 
so  that  companies  like  ours  can  access  these  sources  with  ease  and  a  minimum  investment 
of  time 

Mr.  Chairman  and  Members  of  the  Committee,  I  would  like  to  thank  you  for  providing  me 
this  opportunity  to  testify  before  you  through  the  Council  for  Growing  Companies. 


j^vv-:^i_^i^ 


Basem  L.  Hishmeh 
President  &  CEO 
Aerco  International,  Inc. 
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SOLAR  a  PRESS 

March  1,  1995 


The  Honorable  Christopher  S  Bond 

Chairman 

Committee  on  Small  Business 

428A  Russell  Senate  Office  Building 

Washington,  DC.  20510 

Dear  Chairman  Bond; 

Thank  you  for  your  request  for  comments  on  issues  affecting  small  businesses. 
Solar  Press  may  no  longer  qualify  as  a  "small  business,"  as  our  sales  have  now  reached 
$60  million  and  our  employees  now  number  over  600.  Still,  the  issues  we  face  in  trying 
to  run  a  business  on  a  day-to-day  basis  are  similar  to  those  of  companies  much  smaller 
than  we  are. 

In  the  early  '70's,  when  our  company  had  only  five  employees,  we  were  very  happy  to 
find  out  at  that  time  that  the  Small  Business  Administration  would  back  a  sizable  loan 
for  us,  as  we  attempted  to  grow  into  a  larger  company.  That  SBA  loan  for  $25,000 
was  a  great  savior  to  us  at  the  time,  and  we  will  always  be  grateful  to  that  government 
body  for  having  a  program  in  place  that  could  help  businesses  Uke  ours. 

Regarding  regulations  that  hamper  the  growth  of  small  businesses,  I  can't  honestly 
point  to  any  specific  piece  of  legislation    As  a  printing  and  packaging  company,  the 
only  onerous  government  agencies  we  are  forced  to  deal  with  are  the  EPA  and  OSHA. 
I  realize  the  necessity  of  the  laws  these  two  agencies  enforce;  however,  their 
regulations  do  add  another  cost  to  doing  business,  and  it  might  be  helpful  to  review 
some  of  their  regulations. 

In  terms  of  expanding  middle-market  exports,  Solar  Press  has  had  some  experience  in 
this  area,  as  we  did  formerly  export  to  Europe   However,  since  1990,  when  we  opened 
our  own  plant  in  Belgium,  we  have  produced  printing  and  packaging  for  that  market  at 
our  European  plant,  rather  than  exporting  fi-om  the  U.S.    One  thing  we  have  learned 
from  that  experience  and  also  from  talking  to  people  from  other  businesses  our  size  is 
that  the  single  largest  factor  that  limits  small-to-medium  businesses  from  exporting  is 
not  lack  of  knowledge  of  the  export  market,  its  customer,  or  currencies,  but,  rather,  the 
problems  encountered  in  trying  to  fulfill  the  orders  they  have  developed  in  these 
overseas  markets.  I  wonder  if  the  US  government  has  ever  considered  setting  up 
some  type  of  distribution  centers  for  small-to-medium  size  companies,  where  a  small 
entrepreneur  or  businessperson  could  store  products  in  order  to  have  them  available  for 
fulfillment  of  future  orders    I  think  this  would  be  a  great  advantage  to  U.S.  companies, 
because  in  many  cases,  the  export  order  is  lost  or  never  realized  because  of  distribution 
problems  that  are  very  difficult  to  transact  from  a  distance. 


Solar  Press,  Inc 
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As  this  idea  would  put  the  U.S.  government  right  into  commercial  business,  which 
might  not  be  popular  with  established  distributors,  another  approach  might  be  to  oflFer 
to  set  these  centers  up  with  already  established  companies  or  other  investors.  The 
bottom  line  is  that  I  feel  distribution  is  really  key  in  the  global  economy,  and,  if  there 
were  government  assistance  in  that  area,  it  would  greatly  help  in  terms  of  exports. 

Finally,  I  would  like  to  make  a  point  on  an  issue,  which,  while  it's  not  related  to 
regulations  that  hamper  growth,  is  something  I  think  the  Small  Business  Committee 
should  consider  to  strengthen  small  businesses  in  the  U.S.  I  would  suggest  that  if  more 
small  businesses  could  be  encouraged  or  even  federally  mandated  to  have  an  outside 
board  of  directors  and  do  strategic  planning,  there  would  be  a  great  many  more  success 
stories  to  talk  about    I  sincerely  feel  that  today's  small  business  gets  into  more  trouble 
because  owners/operators  believe  they  have  all  the  answers.  If  they  were  to  listen  to  an 
outside  board  and  plan  strategically  for  their  futures,  they  could  avoid  the  bad  decisions 
that  undermine  their  success    It  may  be  possible  that  the  SBA  could  insist  on 
something  like  this  in  exchange  for  loan  agreements  or  other  benefits  they  might  issue. 


Sincerely, 

Frank  C  Hudetz 
Chairman  &  CEO 

/mp 
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S.  A.  LuDSiN  «&  Co. 

Investment  Adviser 

555  Madison  Avenue 

31st  Floor 

New  York.  New  York  10022 


212-319-9010 

212-319-9011 

Pax  212-319-3264 

STATEMENT  OF  STEVEN  A.  LUDSIN 
SMALL  BUSINESS  CONTRACTOR  FOR  THE 
U.S.  SMALL  BUSINESS  ADMINISTRATION"S 
$165,000,000  REAL  ESTATE  "COLPUR" 
PORTFOLIO  BEFORE  THE  COMMITTEE  ON  SMALL 
BUSINESS  UNITED  STATES  SENATE 

Hearing  on  Small  Business  Owner's  Perspective  on  the  Small 
Business  Administration  Thursday  February  16,  1995  2:00  p.m. 

Mr.  Chairman  and  Members  of  the  Committee: 

I  have  taken  this  opportunity  to  describe  the  contract  I  am 
seeking  pursuant  to  an  unsolicited  proposal  I  submitted  to 
the  SBA  on  January  27,  1995.   I  thought  it  would  help  you 
comprehend  my  situation  by  describing  this  Pilot  Program  and 
the  contract  negotiations  I  have  pursued  with  the  U.S.  Small 
Business  Administration  which  commenced  on  December  1,1993. 

I  have  been  marketing  the  Colpur  (Collateral  Purchased) 
portfolio  of  real  estate  assets  held  as  collateral  for  SBA 
loans  foreclosed  because  of  default.   The  information 
highway  on  which  I  am  marketing  the  foreclosures  is  known  as 
the  Bloomberg. 

I  have  approximately  554  SBA  property  descriptions  with  an 
estimated  market  value  of  over  $165,000,000  on  the  Bloomberg 
which  are  accessed  by  pressing  SBA  Go  or  FORE  Go  (FORE  = 
Foreclosures).  In  addition  I  have  obtained  asset 
descriptions  from  the  DOD  (Department  of  Defense),  the  GSA 
(General  Services  Administration),  the  RTC  (Resolution  Trust 
Corporation),  HUD  (Housing  and  Urban  Development),  the  FDIC 
(Federal  Deposit  Insurance  Corporation)  as  well  as  a  private 
securities  firm.   The  total  number  of  assets  for  sale 
exceeds  1,000,000  items  valued  in  the  billions.   The  DOD 
alone  estimates  the  value  of  the  unnecessary  supplies  for 
disposal  to  be  worth  $40  billion  dollars  as  described  in  the 
Gore  Reinventing  Government  Report.   I  describe  the  whole 
marketing  process  as  "Steve's  Yard  Sale". 

I  assumed  the  SBA  contract  had  been  extended  based  on  the 
representations  made  to  me  by  the  Counselor  to  the 
Administrator  on  December  2,  1994.   Instead  I  discovered 
that  the  contract  had  not  been  extended  when  I  met  with  SBA 
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staff  in  Washington  on  January  19,  1995  to  negotiate  the 
terms  of  sale  of  the  Colpur  portfolio  with  the  SBA. 
I  came  to  Washington  to  discuss  the  terms  and  conditions  of 
the  sale  of  the  Colpur  portfolio.   To  that  end,  I  prepared  4 
volumes  totalling  182  pages  to  summarize  the  results  of  the 
pilot  program  since  its  genesis  in  1993. 

I  was  advised  that  I  had  to  submit  another  unified  1995 
unsolicited  proposal  of  143  pages  which  I  submitted  on 
January  27th,  1995.   I  had  already  submitted  2  unsolicited 
proposals  in  1994,  one  in  July  and  another  as  part  of  my  81 
page  Pilot  Program  Report,  but  I  complied  with  the  new 
request.   Unfortunately  the  SBA  took  the  position  that  I 
could  not  proceed  with  negotiations  for  the  sale  of  the 
Colpur  portfolio  until  I  received  the  renewal  of  my 
contract.   I  was  told  I  would  receive  a  response  on  February 
3,  1995.   The  February  3,  1995  response  was  that  the  time 
line  given  to  the  SBA  staff  would  generate  a  response  on 
Thursday  February  9,  1995.  The  February  9,1995  response  was 
to  schedule  a  meeting  for  February  14,  1995.   I  have 
rescheduled  the  February  14,  1995  meeting  for  Friday 
February  24,  1995  in  order  to  give  the  SBA  as  much  time  as 
possible  to  present  the  contract  sought  by  my  unsolicited 
proposal . 

The  1995  unsolicited  proposal  conforms  with  the  procurement 
requirements  of  FAR  regulations,  i.e.,  the  concept  is 
unique,  innovative  and  original.   The  delays  of  the  SBA  are 
harmful  to  the  liquidation  program  and  an  enormous  strain  on 
a  small  business  person  trying  to  complete  the  program  that 
was  commenced  by  the  SBA  in  December  1993.   Accordingly  any 
inquiries  conveyed  to  the  SBA  Administrator's  Office  could 
focus  the  SBA  at  this  critical  juncture. 

The  pilot  program  has  produced  positive  results  and  has  been 
cost  effective.   It  will  reduce  the  costs  of  holding  these 
assets  and  the  cost  of  staff  required  to  oversee  the 
portfolio.   Furthermore  the  funds  could  be  used  to  increase 
the  SBA's  lending  authority.   According  to  the  SBA 
Administrator's  recent  testimony,  $7.3  billion  of  loan 
authority  is  created  with  $215.1  million  of  Congressional ly 
appropriated  SBA  funds. 

The  "Ludsin  Model"  provides  a  level  playing  field  for  a 
competitive  bidding  process  because  the  bidders  will  provide 
funds  for  an  appraisal  that  will  be  managed  by  S.A.  Ludsin  & 
Co.  using  independent  fee  appraisers  to  evaluate  the  assets. 
The  projected  cost  is  2%  of  the  asking  price  of  the  assets. 
The  funds  will  be  placed  in  a  separate  account  and  the 
losing  bidders  will  receive  a  refund  of  their  expenditure 
plus  money  market  rate  interest.   The  winning  bidder's 
refund  will  be  a  deposit  towards  the  acquisition  of  the 
Colpur  portfolio.  These  refunds  will  come  from  the 
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commission  earned  by  the  disposition  agent,  S.A.  Ludsin  & 
Co.  . 

There  are  currently  at  least  three  bidders  for  the  Colpur 
Portfolio.   The  "Ludsin  Model"  will  provide  funds  for  an 
appraisal  if  the  SBA  chooses  that  approach. 

There  is  a  feature  of  this  1995  program  that  could  also 
dispose  of  the  assets  of  SBICs  (Small  Business  Investment 
Corporations)  that  are  being  liquidated.   There  are 
approximately  $30,000,000  worth  of  minority  equity  positions 
in  viable  SBIC  financed  companies  for  sale.   S.A.  Ludsin  & 
Co.  is  willing  to  place  those  assets  on  the  Bloomberg  to 
attract  bidders. 

The  Pilot  Program  was  critical  to  help  S.A.  Ludsin  &  Co. 
proceed  by  providing  financing  for  the  marketing  at  the 
beginning  of  the  pilot  program  thereby  reducing  the 
transaction  risk  traditionally  borne  by  brokers.   A  small 
business  person  is  unable  to  survive  without  the  cash  flow 
provided  by  the  SBA  during  the  marketing  effort. 

Traditionally  commissions  are  received  at  the  consummation 
of  the  transaction  but  that  is  an  unrealistic  scenario  for  a 
small  business.   In  order  to  provide  incentive  and  fairness 
in  the  contract,  the  fees  of  the  Pilot  Program  will  be 
refunded  to  the  SBA  when  the  commission  is  earned  by  S.A. 
Ludsin  &  Co. . 

Steven  A.  Ludsin,  founder  of  S.A.  Ludsin  &  Co.,  has  been 
appointed  a  delegate  to  the  White  House  Conference  on  Small 
Business  planned  for  this  June  1995.   He  was  also  elected  to 
serve  as  the  interim  co-chairman  of  the  downstate  New  York 
delegation  to  the  WHCSB  at  the  January  10,1995  meeting.   He 
served  as  a  member  of  the  President's  Commission  on  the 
Holocaust  created  in  1979,  and  a  member  of  the  U.S. 
Holocaust  Memorial  Council  for  ten  years. 

Please  call  202  457  0500  extension  908  or  212  319  9010  with 
any  questions  or  suggestions.   Thank  you  for  your 
consideration. 
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S.  A.  LUDSIN  &,  Co. 

Investment  Adviser 

555  Madison  Avenue 

31st  Floor 

New  York,  New  York  10022 


212-319-9010 

212-319-9011 

Fax  212-319-3264 


U.S.  SMALL  BUSINESS  ADMINISTRATION 


FEBRUARY  16, 1995 


AGE  OF  COLPUR  BASED  ON  HOLDING  PERIOD 


COLPUR  =  COLLATERAL  PURCHASED 


HOLDING  PERIOD  BASED  ON  ACQUIRED  DATE 


1/1/81-1/1/82 

1/1/82-1/1/83 

1/1/83-1/1/84 

1/1/84-1/1/85 

1/1/85-1/1/86 

1/1/86-1/1/87 

1/1/87-1/1/88 

1/1/88-1/1/89 

1/1/89-1/1/90 

1/1/90-1/1/91 

1/1/91-1/1/92 

1/1/92-1/1/93 

1/1/93-1/1/94 

1/1/94-1/1/95 

1/1/95 

TOTALS 

PERCENTAGE  OF  TOTAL  PORTFOLIO 


VALUE  OF  COLPUR 


EVALUATION  IN  PERCENTAGES  AND  DOLLARS 

TOTAL  NUMBER  OF  COLPUR  ASSETS  &  VALUE 
TOTAL  NUMBER  OF  PRICED  ASSETS 
PERCENTAGES  OF  PRICED  ASSETS 
NUMBER  OF  UNPRICED  ASSETS 
PERCENTAGES  &  VALUE  OF  UNPRICED  ASSETS 
TOTAL  VALUE  IN  COLPUR  PORTFOLIO  (%) 
NUMBER  OF  TOP  ASSETS  (ASKING  PRICE) 
ASKING  PRICE  OF  TOP  VALUED  PORTFOLIO 
PERCENTAGE  VALUE:  TOP  10.53%  OF  ASSETS 
AVERAGE  PRICE  OF  EACH  ASSET 


NUMBER 

PERCENTAGE 

2 

.37% 

1 

.18% 

0 

0.00% 

1 

.18% 

3 

.55% 

4 

.74% 

8 

1.47% 

8 

1.47% 

6 

1.10% 

17 

3.13% 

25 

4.60% 

72 

13.26% 

176 

32.41% 

220 

40.52% 

11 

554 

100.00% 

554 

$165 

967,004 

374 

$112 

042,707 

67.51% 

180 

32.49% 

$53 

924,297 

100.00% 

$165 

967,004 

58 

10.47 

$66,792,505 

40.24 

$299,579 
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Testimony  of 

8221  East  63rd  Place 
John  H.  Maxwell,  Jr.  Tulsa,  OK  74133-2390 

CEO,  Maxwell  Healthcare 


ISSUE:  Department  of  Labor  Regulations  Excessive  for  Employers  of  H-IB  Temporary  Workers 

DOL  REGULATIONS 

In  December  of  1994,  the  Department  of  Ubor  (DOL)  published  its  final  regulations  governing  the  labor  condition  appliation  (LCA)  process  for 
employers  of  H-IB  nonimmigrant  workers  (59  fed.  Reg.  65646-80).  The  LCA  process  gentrally  requires  an  employer  to  attest  that '«.  will  mMt 
certain  wage,  working  cond'rtions,  and  notice  requirements  before  it  an  hire  an  H-IB  nonimmigrant  worker.  These  new  regulations  were  designed 
to  simplify  the  LCA  process  while  continuing  to  insure  fairness  to  both  foreign  and  US  workers. 

In  praaice,  the  regulations  have  done  neither.  The  regulations  require  employers  to  file  LCAs  for  every  site  an  H-IB  alien  works.  The  DOL  also 
requires  that: 

•  _each  H-1 B  worker  receive  a  copy  of  their  approved  LCA  before  they  begin  work 

•  -the  employer  post  approved  LCAs  for  30  days 

•  -the  facility  contraaing  the  H-IB  worker  must  post  approved  LCA  for  30  days 

•  _a  state  employment  security  agency  (SESA)  provide  prevailing  vage  rate  determination  to  be  used  in  the  LCA.  However,  ■ 
the  SESA  is  typially  not  equipped  to  process  the  increased  prevailing  wage  requests.  This  is  another  case  of  an  unfunded 
federal  mandate  to  the  state  level.  Furthermore,  there  is  no  market-driven  motivation  for  the  SESA  to  maintain  an  accurate 
wage  rate,  which  leads  to  wildly  unrealistic  prevailing  wage  determinations  of  which  there  are  few  options  lor  appeal. 

INS  REGULATIONS 

Whenever  a  new  LCA  is  approved,  INS  requires  a  new  1-I29H  be  filed.  The  processing  fee  is  $125.  For  a  small  company  employing  only  100 
therapists,  the  annual  cost  for  federal  compliance  can  reach  $50,000. 

TARGETED  AGENCIES 

The  agencies  involved  are  Immigration  S  Naturarization  Service  (INS)  and  the  Department  of  Labor  (DOL). 

SOLUTION 

Regulations  should  be  changed  to  reflea  the  reafities  of  the  contraa  labor  market,  especially  in  health-related  fields.    Specifially: 

DOL        •  Let  the  LCA  reflea  the  prevailing  wage  of  the  facility  where  work  will  be  performed,  not  from  a  state  employment  agency 

survey.  An  affadavit  from  the  Human  Resources  Department  of  the  facility  stating  wage  parameters  for  a  particular  position 
could  be  submitted  with  the  LCA. 

•  Require  only  the  employee  to  have  a  copy  of  his/her  approved  LCA.  Posting  LCA's  breaks  wage  confidentiallity  for  the  foreign 
trained  therapist,  as  often  there  are  only  one  or  two  H-IB  workers  in  a  smaller  facil'rty. 

•  The  "grace  period"  of  90-days  (if  an  H-IB  worker  is  moved  to  another  facil'ity  not  listed  on  the  LCA, and  works  there  less 
than  90  days,  a  new  LCA  is  not  required)  should  be  increased  to  120  days. 

INS  •  When  an  H-1  B  worker  is  moved  to  another  worksite,  the  employer  could  lai  a  statement  about  where  the  worker  is  moving, 

with  specific  wage  and  she  information.  The  present  policy  of  submining  an  I-I29H  (requesting  a  Change  of  Already  —  ■ 
Approved  Status)  every  time  an  H-IB  worker  changes  jobsite  certainly  does  not  merit  the  current  price  of  $125.  Seemingly, 
the  DOL  is  doing  much  more  work  wkhoul chiqe,  while  INS  is  collecting  large  fees  for  processing  an  address  change. 

The  LCA  process  has  been  controversial  ever  since  its  beginnings  in  the  Immigration  Aa  of  1 990-  and  with  good  reason.  The  term  "job  shop"  is 
still  a  potent  word  in  contraa  employment  circles,  and  it  is  a  stereotype  that  drives  the  current  DOL  regulations.  However,  it  is  an  outdated 
notion. 
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ISSUE:  WORKING  CAPITAL  FOR  GROWING  SMALL  BUSINESSES 

Since  1979,  approximately  20  million  new  jobs  were  generated  by  the  entrepreneurial  segment  of 
the  economy.  Growth  companies  are  paying  an  increasing  portion  of  the  employment  taxes  and 
corporate  income  taxes  collected  each  year.  After  paying  these  taxes,  the  growing  companies  are 
often  unable  to  retain  capital  for  growth  and  expansion  which  would  allow  them  to  create  even 
more  new  jobs. 

To  obtain  capital  from  finicial  instutitions,  small  firms  have  to  pay  more  interest  than  the  large 
companies,  often  2  to  3  points  over  the  prime  rate. 

TARGETED  AGENCIES:        Internal  Revenue  Service 

House  Banking,  Finance  and  Urban  Affairs  Subcommittee  on 
Economic  Growth  and  Credit  Formation 

SOLUTION:    INSTALL  A  GROWTH  TAX  CREDIT  AS  A  FUNCTION  OF  PAYROLL 

If  Congress  could  incentify  the  entrepreneural  sector  to  grow  their  companies  and  create  more 
new  jobs,  this  country  could  eliminate  recession  for  ever!  The  Arthur  Anderson  Enterprise  Group 
states  that  small  and  mid-size  companies  (under  500  employees)  account  for  54%  of  all  sales  and 
produce  2.3  times  as  many  innovations  as  larger  businesses.  The  group  also  says  these  companies 
created  all  the  net  new  jobs  between  1987  and  1992.  now  employ  53%  of  the  work  force  and 
provide  2  of  3  new  workers  their  first  job.  .     , 

By  giving  the  growing  firm  a  tax  credit  in  direct  proportion  to  the  increase  in  reported  wages  paid 
to  their  workforce  the  Growth  Tax  Credit  (GTC)  would  provide  cash  flow  relief  for  the 
successfiil  entrepreneurial  company  at  precisely  the  point  when  cash  flow  problems  are  most 
acute    The  credit  would  require  no  additional  government  administration    The  credit  would  be 
offered  to  all  privately  held  companies  and  therefore  would  be  a  direct  and  non-discriminatory 
public  investment  in  the  future  tax  base  and  employment  base  of  the  country. 
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ISSUE:  THE  CURRENT  TAX  RATES  TAX  THE  SUCCESSFUL  SMALL  BUSINESS  AT 
A  HIGHER  RATE  THAN  A  SUCESSFUL  LARGE  CORPORATION 

The  1990  tax  bill  raised  the  individual  (small  business)  rate  to  31%  from  28%  with  another  raise 
to  36%  in  President  Clinton's  Tax  Bill  of  1993.  If  we  are  really  successful  and  earn  over 
$250,000  per  year,  we  are  rewarded  with  our  tax  rate  raising  to  39  6%  as  our  top  federal  rate.  At 
the  same  time,  President  Clinton  raised  big  business  tax  rate  one  percent  to  just  35%  ,  4  6%  less 
than  those  of  us  fijeling  the  nation'seconomv  with  job  creations    This  is  our  reward  for  12  hour 
days,  innovation,  risk  taking,  and  job  creation! 

There  is  something  wrong  with  this  picture!  Duriing  the  final  days  before  President  Clinton's  Tax 
Bill  passed,  50  of  the  nation's  largest  corporations  took  out  a  flil!  page  ad  supporting  President 
Clinton's  tax  provision    (These  same  50  companies  had  44,739  less  employees  in  1992  than  in 
1991.) 

On  the  small  business  side,  the  Bureau  of  Labor  Statistics  showed  that  from  January  1992  to 
September  1992,  small  business-dominated  growth  created  17 1,000  jobs  compared  to  a  loss  of 
347,200  jobs  in  large  business-dominated  growth    Between  1988  and  1990,  small  businesses  with 
fewer  than  20  employees  created  4. 1  million  jobs  while  companies  with  more  than  500  employees 
had  a  net  loss  of  500,000  jobs  in  the  same  period. 

TARGETED  AGENCIES:     Internal  Revenue  Service 

SOLUTION:     REDUCE  THE  TAX  RATE  ON  SUCCESSFUL  SUB-S  CORPORATIONS, 

PARTNERSHIPS,  AND  PROPRIORTERSHIPS  TO  NO  MORE  THAN 
THE  RATE  FOR  SUCCESSFUL  L.^RGE  CORPORATIONS 

It  makes  perfect  sense  to  cap  the  maximum  tax  rate  to  tiie  small  businesses  that  are  fueling  the 
nations  economy  with  job  creation  at  no  more  than  the  maximum  rate  of  the  big  businesses  that 
are  creating  most  of  our  problems  with  their  down-sizing  and  laying  of  of  tens  of  thousands  of 
workers. 
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AIR  POWER  SYSTEMS  CO.,  INC. 

ei78Eag  will  Si.  Tulsa,  OK  74145 'PO  Boi  470948  Tulsa  OK  74  U7 
(918)622  5600  FAX  (91^  622  5469 


February  14,  1995 

Re:   PRODUCT  LIABILITY  REFORM 


Please  note  the  attached  article  on  product  liability.   While  it 
is  an  interesting  article,  there  are  several  parts  of  it  that 
concern  me. 

The  two  product  liability  cases  that  my  company  was  involved  in 
never  went  to  trial .   They  were  settled  out  of  court  for  what  was 
promised  to  be  a  "cost  effective"  solution.   My  insurance  company 
in  both  cases  chose  to  settle.   They  made  it  clear  that  they  did 
not  want  to  go  to  trial . 

My  guess  is  that  there  are  in  fact,  very  relatively  few  jury 
trials  concerning  product  liability.   Most  manufactures  are 
crippled  because  of  settlements,  the  high  cost  of  product 
liability  insurance,  and  the  threat  of  a  lawsuit.   Because  of 
this  and  the  reasons  stated  in  the  article,  PRODUCT  LIABILITY 
REFORM  IS  CRUCIAL. 

The  argument  against  the  Republican  plan  does  not  seem  to 
consider  these  settlements. 

I  feel  that  the  Republican  strategy  will  in  fact  discourage  tliese 
lawsuits.   Because  of  lawsuits  and  the  threats  of  lawsuits,  the 
manufacturer  must  think  defensively,  creativity  and  investment 
(jobs  for  Americans)  is  the  cost.   This  cost  is  ultimately  paid 
for  each  of  us  as  Americans  as  American  manufacturers  shut  their 
doors,  move  to  other  countries  or  continue  to  strive  for  "lawyer 
proof"  products. 


Sincerel 
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February  24,  1995 


The  Honorable  Christopher  S.  Bond 

Chairman 

Committee  on  Small  Business 

428A  Russell  Senate  Office  Building 

Washington,  D.C.    20510 

Dear  Chairman  Bond:  ' 

Per  your  request  for  feedback  on  specific  regulations,  I  am  submitting  the 
following,  as  a  typical  example  of  the  mind  boggling  regulations  we  are  exposed  to. 

We  are  a  manufacturer  of  laser  based  imaging  equipment  (particle  size 
analyzers  for  use  in  the  chemical  process  industries).  As  with  all  laser  radiation 
sources,  there  is  a  certain  amount  of  danger  that  a  user  could  stare  directly  into  the 
laser  light,  which  could  do  eye  damage. 

Our  FDA  has  taken  it  upon  itself  to  set  some  ridiculous  standards  for  eye 
safety,  which  requires  us  to  check  and  keep  track  of  the  light  emissions  of  every 
instrument  we  build.  We  are  required  to  submit  this  info  once  a  year  to  the  FDA,  which 
probably  never  gets  looked  at  again.  This  is  done,  at  the  threat  that  failure  to  do  so 
could  result  in  a  seize  and  desist  order.  We  have  been  complying  at  considerable  cost 
to  our  company. 

Oddly  enough,  none  of  our  foreign  competitors,  which  export  their 
equipment  to  the  USA  are  required  to  comply  with  FDA  regulations,  and  in  fact  world 
laser  safety  standards  are  a  lot  more  lenient  in  the  rest  of  the  world  as  compared  to  the 
USA.  The  rest  of  the  world  apparently  realizes  that  only  somebody  in  the  USA  would 
be  stupid  enough  to  stare  into  a  laser  beam. 


In  1992,  The  FDA  regulating  body 
finally  realized  how  stupid  their  procedures  are, 
and  have  agreed  to  bring  them  into  conformance 
with  the  world  standards  -  see  letter. 
Unfortunately,  nothing  -  to  our  knowledge-  has  as 
yet  been  done  to  change  this  situation. 

Thanks  for  giving  me  the  opportunity  to  pass  on 
another  example  of  watchful  Big  Brother. 


iZc^ 


From  the  desk  of... 

Ekhard  Preikschat 

LASENTEC 
1 5224  NE  95th  Street 
Redmond.  WA  98052 

(206)881  7117 
Fax;  (206)  88 1  8964 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES  PublK  Health  Sefvico 


Food  and  Drug  Administration 
1390  Piccard  Dfivs 
Rockville.  MD  208S0 


September  23,  1992 

To        Manufacturers  and  Importers  of  Laser  Products  and 
Interested  Parties 

Subject   Notice  of  Consideration  of  Possible  Amendments  to  the 
Federal  Performance  Standard  for  Laser  Products 


The  Federal  Performance  standard  for  Laser  Products  was  last 
eusended  in  1985.  Since  that  time,  amendments  and  proposed 
amendments  have  been  developed  to  the  other  major  domestic  and 
international  standards  that  impact  on  laser  products.  These  are 
the  standards  of  the  American  national  standards  Institute  (ANSI) 
that  is  now  being  used  by  the  Occupational  Safety  and  Health 
Administration  (OSHA)  to  ensure  laser  safety  in  the  workplace,  and 
those  of  the  International  Electrotechnical  Commission  (lEC)  which 
is  now  being  adopted  as  a  requirement  for  all  laser  products  to  be 
introduced  into  the  E^lropean  Community.  The  Center  for  Devices  and 
Radiological  Health  (CDRH)  of  the  U.S.  Food  and  Drug  Administration 
provides  a  liaison  representative  to  these  extramural  standards 
organizations  who  has  been  active  in  recent  developments  in  their 
standards. 

Following  the  plenary  meeting  of  lEC  Technical  Committee  76  on 
lasers  in  1990,  the  CDRH  liaison  representative  and  the  technical 
committee  published  a  paper  (referenced  below)  comparing  the  CDRH 
and  lEC  standards.  At  a  meeting  sponsored  by  the  Laser  Institute 
of  America,  CDRH  representatives  met  with  others  from  industry, 
other  government  agencies,  academia,  and  professional  and  industry 
associations.  A  consensus  was  developed  on  aspects  of  the  CDRH  and 
lEC  standards  that  could  be  amended  to  achieve  a  higner  degree  of 
harmonization.  The  U.S.  National  Committee  for  lEC  TC76  prepared 
a  proposal  for  amendment  of  the  lEC  standard  and  was  successful  at 
the  1991  plenary  meeting  in  Kobe,  Japan,  in  having  many  of  its 
recommendations  incorporated  into  developing  amendments  to  the  lEC 
standard. 


100 


At  this  time,  the  CDRH  is  advising  the  industry  and  others  of  the 
items  of  amendment  that  are  being  considered.  This  notice  is  not 
to  be  construed  as  a  formal  Notice  of  Intent  (NOI)  to  amend  the 
standard.  A  formal  notice  that  will  be  published  in  the  Federal 
Register  is  under  development  and  that  notice  will  be  published  in 
conjunction  with  a  presentation  to  the  Technical  Electronic  Product 
Radiation  Safety  standards  Committee  (TEPRSSC)  as  required  by  law. 
This  notice  is  to  be  taken  as  an  informative  draft  for  the  purpose 
of  stimulating  comments  and  suggestions. 

Comments  may  be  sent  to  the  Light  Products  Branch,  HFZ-312,  Center 
for  Devices  and  Radiological  Health,  1390  Piccard  Drive.  Rockville 
KD  20750.  ' 

sincerely  yours. 


/US^  ^^M^V*-*- 


'Jerome  E.  Dennis,  Chief 
Light  Products  Branch 
Division  of  Standards  Enforcement 
Office  of  Compliance  and 

Surveillance 
Center  for  Devices  and 

Radiological  Health 


Dennis,  J.E.  and  Edmunds,  D.H.,  Comparison  of  CDRH  and  lEC 
Standards  for  Laser  Products,  Journal  of  Laser 
Applications,  Vol.  3,  No.  3,  Fall  1991 


101 


AMENDM£KTS  UKDER  CONSIDERATION 


The  FDA  is  considering  amending  SS1010.2(d)  and  1010.3(b)  to 
delegate  to  the  Director,  Division  of  Standards  Enforcement, 
OCS,  CDRH,  authority  to  approve,  either  upon  his  or  her 
initiative  or  upon  v«rritten  application  by  the  manufacturer, 
alternate  means  or  wordings  for  the  certification  and 
identification  labels  required  by  these  paragraphs.  Authority 
for  these  approvals  now  rests  with  the  Director  of  CDRH.  The 
burden  on  the  Agency  in  enforcing  these  recpiirements  is 
unjustified  in  terms  of  their  contribution  to  radiation 
safety.  Approval  of  appropriate  alternatives  will  provide 
greater  flexibility  and  relief  both  to  the  manufacturers  and 
to  the  Agency. 

The  FDA  is  considering  amending  S 104 0.10(d)  to  increase  the 
AEL  in  the  spectral  range  from  500  to  1400  nanometers  (nm)  for 
emission  durations  of  10  seconds  or  longer.  The  FDA  believes 
that  there  are  accepted  biological  data  and  publications  in 
peer  reviewed  journals  that  support  this  increase,  and  notes 
that  similar  adjustments  have  already  been  adopted  in  the  lEC 
825  and  American  National  Standards  Institute  (ANSI)  Z-136.1- 
1986  standards.  Because  the  structure  of  the  tables  of  AEL  in 
the  CDRH  standard  have  been  in  place  for  many  years,  and 
manufacturers  of  products  intended  for  United  States  market 
are  familiar  with  their  use,  modification  of  the  AEL  might  be 
accomplished  by  redefining  the  factor  k,  for  this  spectral 
range  in  §1040. 10(d),  Table  IV. 

The  FDA  is  considering  amending  §1040. 10(d)  to  reduce  the 
emission  durations  to  be  used  for  the  classification  of  Class 
I  laser  products  that  emit  visible  or  infrared  laser  radiation 
not  intended  for  human  exposure  or  to  be  viewed,  as  determined 
from  the  design  of  the  product  or  its  intended  function.  For 
such  products,  the  maximum  emission  duration  to  be  considered 
for  the  purpose  of  classification  would  be  100  seconds.  The 
rationale  for  this  proposal  is  that  an  undue  and  unnecessary 
burden  is  imposed  by  the  present  requirement  to  consider 
emission  durations  of  greater  than  10^  seconds  in  all  cases. 
Visual  fixation  for  such  durations  requires  immobilization  of 
the  body,  and  such  prolonged  exposure  of  the  cornea  or  skin  is 
unreasonable  in  terms  of  the  nature  or  application  of  many 
laser  products.  A  maximum  emission  duration  of  100  seconds  is 
considered  more  reasonable  given  these  considerations. 
However,  for  products  for  which  viewing  or  exposure  is 
intended  or  inherent  in  the  design  of  the  product,  the 
classification  time  would  remain  unchanged  at  >10*  seconds. 
The  FDA  is  suggesting  that  the  classification  determination  be 
made  on  the  basis  of  whether  a  laser  product  is  intended  for 
a  specific  or  general  purpose.  General  purpose  laser  products 
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such  as  laboratory  laser  systems  or  surveying  lasers  would  be 
classified  for  emission  durations  of  >10*  seconds,  whereas 
laser  products  such  as  point-of-sale  scanners,  machine  vision 
products  or  fiber  optic  communication  products  would  be 
classified  using  the  shorter  classification  time.  The  reduced 
classification  time  would  also  be  utilized  in  evaluating  the 
levels  of  interior  laser  radiation  fields  for  the  purpose  of 
determining  the  applicability  of  requirements  for  safety 
interlocks  and  protective  housing  labels. 

4.  There  are  at  present  no  AEL  in  the  ultraviolet  and  infrared 
wavelength  ranges  for  Class  Ilia.  The  FDA  is  considering  an 
amendment  to  S1040. 10(d) ,  Table  Ilia  to  establish  such  limits. 
The  FDA  believes  that  the  present  transition  at  invisible 
wavelengths  from  Class  I  to  Class  Illb  is  too  abrupt.  At  the 
AEL  of  Class  I,  no  hazard  is  recognized  to  exist,  and  there 
are  no  requirements  for  safety  performance  features  or  warning 
labels.  Those  products  that  exceed  the  AEL  of  Class  I  by  any 
amount  at  invisible  wavelengths  are  Class  1 1  lb  products  and 
are  required  to  incorporate  almost  all  performance  features 
and  severe  warnings  on  the  labels.  By  having  a  transition  in 
Class  Ilia,  there  would  be  a  more  graded  approach  to 
addressing  the  minimal  hazard  of  those  products  whose 
accessible  levels  slightly  exceed  the  AEL  of  Class  I.  The 
FDA  is  considering  Class  Illa  AEL  for  those  invisible 
wavelengths  that  do  not  exceed  the  AEL  of  Class  I  by  greater 
than  a  factor  of  five.  This  approach  is  already  incorporated 
into  both  the  I  EC  and  ANSI  standards. 

5.  The  FDA  is  proposing  amendments  to  §1040. 10  (d)  to  reduce  the 
AEL  of  Class  I  for  repetitively  pulsed  lasers.  Accepted 
biological  research  indicates  that  the  hazard  from  repetitive 
pulses  is  not  simply  additive,  i.e.,  effects  occur  which  maXe 
such  lasers  more  hazardous  than  simple  addition  of  the  pulse 
energies  would  indicate.  The  FDA  is  proposing  to  introduce  a 
factor  of  N""*,  where  N  is  the  number  of  pulses  in  the  emission 
duration  under  consideration.  This  correction  of  the  AEL  is 
already  incorporated  into  the  lEC  and  ANSI  standards. 

6.  The  FDA  is  considering  expansion  of  the  wavelength  range  for 
"eye  safe"  infrared  laser  radiation.  The  current  range  is 
from  1535  nm  to  1545  nm.  The  FDA  believes  that  there  is  a 
need  to  amend  Tables  IV  and  V  of  S1040. 10(d)  in  deference  to 
current  biological  knowledge. 

7.  The  FDA  is  considering  amendment  of  Tables  I  through  VI  of 
S1040. 10(d),  the  AEL  of  the  classes  of  laser  products,  to 
respond  to  recent  data  in  optical  radiation  biological  effects 
research  and  to  more  closely  agree  with  the  class  limits  in 
the  lEC  and  ANSI  standards.  However,  it  is  the  intention  of 
the  FDA  to  preserve  the  present  structure  of  the  tables  if  at 
all  possible  because  the  United  States  manufacturers  of  laser 
products  are  accustomed  to  working  with  these  tables.  The 
tables  are  simpler  to  use  than  those  in  the  lEC  and  ANSI 
standards  in  that  they  have  fewer  correction  factors.  The  FDA 
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will  attempt  to  combine  as  many  biological  dependencies  as 
possible  into  as  few  correction  factors  as  possible. 
8.  The  current  parameters  for  the  measurement  of  radiant  power  or 
energy  established  in  §1040. 10 (e) (3)  require  the  use  of  a  7 
millimeter  (mm)  circular  aperture  diameter  for  products 
unlikely  to  be  viewed  with  optical  instruments  and  the  use  of 
collimating  optics  of  5  diopters  or  less  (which  implies  a 
measurement  distance  of  20  centimeters  (cm) ) .  The  FDA 
believes  that  the  20  cm  measurement  distance  is  not  sensitive 
to  the  ability  of  young  and  myopic  persons  to  accommodate 
objects  at  closer  distances.  A  distance  of  10  cm  could  be 
acceptable  to  such  persons.  Additionally,  a  7  mm  aperture  is 
generally  overly  conservative,  and  there  is  literature 
confirming  that  the  pupil  of  the  eye  constricts  when  an  object 
at  a  very  close  distance  is  viewed.  Revisions  to  these 
measurement  requirements  are  therefore  under  consideration, 
and  it  is  hoped  that  the  lEC  Committee  will  consider  like 
requirements.  The  final  determination  regarding  revision  of 
this  section  will  depend  on  the  outcome  of  recently  proposed 
amendments  to  the  ANSI  and  I  EC  standards. 

9.  The  FDA  is  considering  an  amendment  to  relax  the  laser 
radiation  levels  for  which  the  requirements  of  §1040. 10 (f) (2) 
are  applicable.  This  relaxation  will  only  require  safety 
interlocks  to  prevent  access  to  laser  radiation  levels  in 
excess  of  Class  Ilia  unless:  1)  the  radiation  is  emitted 
directly  through  the  opening  caused  by  opening  of  the 
protective  housing,  or  2)  the  Class  Ilia  levels  are  contained 
within  the  protective  housing  of  a  Class  I,  Ila,  II,  or  Ilia 
laser  product.  Since  the  lEC  standard  now  only  requires 
safety  interlocks  to  prevent  access  to  Class  Illb  or  IV  levels 
that  exceed  the  class  of  the  product  (embedded  lasers) ,  safety 
interlocks  are  never  required  by  that  standard  for  Class  IV 
products.  This  amendment  is  intended  to  close  the  gap  between 
the  two  standards  and  may  result  in  the  lEC  adopting  a  similar 
recjuirement. 

10.  The  FDA  is  considering  relaxing  the  requirements  of 
SS1040.10(f) (5)  and  (f)(6)  by  eliminating  requirements  for 
emission  indicators  and  beam  attenuators  for  Class  II  and  Ilia 
laser  systems.  These  amendments  would  achieve  consistency 
with  both  the  I  EC  and  the  ANSI  standards  for  emission 
indicators  and  with  the  lEC  standard  for  beam  attenuators.  As 
a  further  consideration,  under  authority  granted  by 
S1040. 10(f ) (6)  (ii)  the  FDA  has  issued  numerous  approvals  of 
alternate  means  of  safety,  such  as  emission  controls,  to 
provide  the  safety  afforded  by  a  beam  attenuator.  The  FDA 
believes  it  is  clear  that  in  the  lower  classes  the  safety  of 
the  laser  system  is  not  improved  by  the  presence  of  a  beam 
attenuator  when  there  is  an  immediate  control  for  the 
termination  of  emission. 

11.  The  FDA  is  considering  amendment  of  S1040. 10(f)  (5)  to  require 
visible  indications  of  actual  emission  from  remote  laser 
apertures   of   Class   Illb  and   IV   laser   systems.     This 
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requirement:  would  be  in  addition  to  the  present  requirements, 
as  applicable.  The  Agency  has  become  aware  of  industrial 
material  processing  machines  that  use  a  single  high  power 
laser  system  shared  in  time  between  more  than  one  work  station 
or  aperture.  The  Agency  believes  it  is  important  that  persons 
in  the  vicinity  of  remote  apertures  be  alerted  when  there  is 
emission  so  that  appropriate  measures  can  be  taken  to  avoid 
exposure . 

12.  The  FDA  is  considering  deletion  of  §1040. 10 (f ) (9)  (ii) ,  which 
requires  a  scan  failure  safeguard  to  prevent  human  access  to 
laser  radiation  exceeding  the  AEL  of  the  class  of  the  scanned 
laser  radiation.  This  rec[uirement  applies  if  the  laser 
product  is  Class  Illb  or  IV  and  the  AEL  of  Class  Ilia  would  be 
exceeded  solely  as  a  result  of  a  failure  causing  a  change  in 
either  scan  velocity  or  amplitude.  Deletion  of  the 
req[uirement  is  under  consideration  because  there  has  been 
considerable  difficulty  in  understanding  the  reqfuirement  since 
its  implementation  in  1986.  There  are  no  plans  to  propose 
changing  the  requirement  in  S1040. 10(f ) (9) (i)  for  a  scan 
failure  safeguard  to  prevent  human  access  to  laser  radiation 
that  exceeds  the  AEL  cf  the  product  class  as  a  result  of  any 
failure  causing  a  change  in  either  scan  velocity  or  amplitude. 

13.  The  FDA  is  considering  amending  the  warning  logotype  label 
requirements  to  allow  the  lEC  warning  and  explanatory  labels 
as  alternatives  to  the  presently  required  labels.  This  would 
permit  a  uniform  system  of  labeling  and  class  designations 
under  both  standards.  The  current  recjuirements  of 
SS1040.10(g) (1) , (2) , (3)  and  (4)  require  the  use  of  logotypes 
described  in  the  American  National  Standard  for  Product  Safety 
Signs  and  Labels,  ANSI  Z535. 4-1991.  The  ANSI  logotypes 
require  the  signal  word  "CAUTION"  for  Class  II  and  Class  Illa 
products  with  an  irradiance  less  than  or  equal  to  2.5x10-' 
Watts  per  square  centimeter  (W  cm-^)  ,  and  the  signal  word 
"DANGER"  for  Class  Ilia  products  with  an  irradiance  greater 
than  2.5x10-'  W  cm-^  and  for  all  Class  Illb  and  Class  IV 
products.  These  paragraphs  also  require  the  use  of  Roman 
numerals  for  the  laser  class  designation  on  the  waxTiing 
logotypes.  The  lEC  labels  allow  the  use  of  Arabic  numerals 
for  the  class  designations  and  do  not  rec(uire  use  of  the 
signal  words.  The  FDA  believes  that  such  an  amendment  will 
make  compliance  with  this  requirement  easier  for  manufacturers 
that  sell  to  both  U.S.  and  international  markets.  Further, 
since  the  ANSI  laser  standard  permits  the  lEC  labels,  and 
there  is  confusion  for  medical  laser  products  in  the  U.S. 
(because  Roman  numerals  are  used  to  designate  both  the  laser 
product  hazard  class  and  the  medical  device  class) ,  the  FDA 
believes  that  such  an  amendment  will  also  reduce  confusion 
regarding  product  classification.  However,  it  is  important 
that  the  FDA  and  lEC  standards  be  in  agreement  on  the 
designations  and  AEL  of  the  classes  for  this  change  to  be 
meaningful. 
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14.  The  FDA  is  also  considering  an  amendment  to  §1040. 10  (g)  (6)  to 
permit  the  word  CAUTION  in  place  of  the  word  DANGER  to  achieve 
uniformity  with  the  lEC  standard.  Acceptance  of  alternate 
schemes  such  as  symbols  to  provide  these  warnings  may  also  be 
considered. 

15.  The  FDA  is  considering  simplifying  and  making  more  uniform  the 
requirements  of  SS1040. 10 (g) (6)  and  (g)(7)  for  labels  for 
noninter locked  and  defeatably  interlocked  protective  housings. 
The  present  label  wordings,  depend  upon  the  level  of  the 
internal  laser  radiation  with  the  protective  housing  open  or 
removed  and  are  a  complex  matrix. 

16.  The  FDA  is  considering  simplifying  S1040. 10 (h) (1)  and  adding 
a  requirement  for  the  hazardous  area  surrounding  a  laser 
product  to  be  identified  in  the  user  instructions.  The  FDA 
will  also  consider  making  other  requirements  of  this  section 
more  general  to  permit  greater  flexibility  in  providing  the 
required  instructions  for  user  safety. 

17.  The  FDA  is  considering  amending  SS1040. 10(f ) (6) (ii) ,  (g) (10) 
and  (h) (1)  to  delegate  the  authority  to  approve  alternate 
means  of  safety  in  lieu  of  a  beam  attenuator,  alternate  means 
of  providing  labeling  information,  and  alternate  means  of 
providing  safety  information  in  user  manuals.  Authority  for 
these  approvals  is  now  assigned  by  regulation  to  the  Director 
of  the  Office  of  Compliance  and  Surveillance  (OCS) ,  Center  for 
Devices  and  Radiological  Health  (CDRH) .  The  FDA  is 
considering  delegating  that  authority  to  the  Director, 
Division  of  Standards  Enforcement,  OCS,  CDRH.  Approvals  by 
the  Division  of  Standards  Enforcement  would  be  authorized  in 
the  same  manner  as  they  are  now  for  the  Director  of  OCS:  upon 
the  Director's  own  initiative  or  written  request  by 
manufacturers.  This  amendment  would  enhance  the  efficiency  of 
the  approval  process. 

18.  The  FDA  is  considering  amendment  of  §1040. 11 (a)  for  medical 
laser  products  to  require  a  visible  or  audible  indication 
during  actual  emission  of  laser  radiation  in  excess  of  the  AEL 
of  Class  Ilia  from  a  medical  laser  product.  This  req^iirement 
is  being  considered  in  order  to  bring  the  FDA  standard  into 
closer  agreement  with  the  recjuirements  of  the  lEC  standard 
601-2-22  for  medical  laser  equipment.  The  emission  indicator 
presently  required  by  §1040, 10  (f)  (5)  on  Class  Illb  and  IV 
medical  laser  products  provides  its  indication  sufficiently 
prior  to  laser  emission  for  persons  in  the  vicinity  to  take 
action  to  avoid  exposure.  On  existing  laser  devices,  the 
delay  in  actual  emission  from  the  time  of  the  indication  has 
been  observed  to  range  from  a  few  seconds  to  some  minutes. 
However,  this  indicator  may  continue  to  provide  its  indication 
for  an  extended  time  while  the  product  is  in  a  standby  mode 
and  not  actually  emitting,  decreasing  its  value  as  an  alarm. 
The  proposed  amendments  would  incorporate  the  approach  used  in 
the  lEC  standard,  which  reflects  the  concern  that  persons  in 
the  vicinity  should  be  alerted  while  the  laser  is  actually 
emitting  and  when  precautions  are  actually  required  to  avoid 
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exposure. 

19.  The  FDA  is  considering  amendment  of  S1040. 11(a)  to  require  an 
emergency  laser  stop  control  for  Class  Illb  and  IV  medical 
laser  products.  This  requirement  is  being  considered  in  order 
to  bring  the  FDA  standard  into  closer  agreement  with  the 
requirements  of  the  lEC  standard  601-2-22.  The  emergency  stop 
control  could  be  a  panel  or  foot  switch  readily  accessible  to 
the  operator  of  the  product.  This  control  would  provide  an 
alternate  and  additional  control  to  the  key-actuated  master 
control  required  under  S1040. 10(f ) (4) ,  or  any  other  such 
control  that  might  be  present  for  the  purpose  of  terminating 
laser  emission  in  response  to  emergencies  or  unintended 
occurrences. 

20.  The  FDA  is  considering  amendment  of  S1040. 11(a)  to  require 
optical  or  electrical  monitoring  of  the  operation  of  lasers  in 
Class  Illb  and  IV  medical  laser  products.  This  requirement  is 
being  considered  in  order  to  bring  the  FDA  standard  into 
closer  agreement  with  the  rec[uirements  of  the  lEC  standard 
601-2-22.  The  monitoring  of  the  operation  of  the  laser  is 
intended  to  warn  the  operator  of  excessive  fluctuations  in 
laser  emission  or  excursions  from  a  set  level  of  emission. 
This  requirement  would  be  in  addition  to  the  present 
requirement  of  S1040. 11 (a) (1)  that  the  laser  product 
incorporate  a  system  for  measurement  of  the  level  of  laser 
radiation  intended  for  irradiation  of  the  human  body.  In  many 
cases  the  meeting  of  the  present  requirement  may  satisfy  the 
considered  requirement;  however,  an  additional  means  of 
monitoring  would  be  required  for  those  laser  products  in  which 
the  output  is  only  measured  occasionally,  such  as  before  a 
procedure  or  between  patient  exposures. 

21.  The  FDA  is  considering  amendment  of  S1040. 11(c)  to  require 
specific  warnings  in  the  user  instructions  for  demonstration 
laser  products  against  exposure  of  spectators  to  laser 
radiation  in  excess  of  the  Class  I  AEL.  When  this  section  was 
zunended  to  allow  the  promotion  of  Class  Ilia  demonstration 
laser  products,  the  proliferation  in  these  products  that 
occurred  was  not  anticipated.  In  the  prezunble  to  the 
amendment,  the  FDA  expressed  its  policy  that  the  same 
restrictions  applicable  to  Class  Illb  and  IV  laser  products, 
under  variances  against  exposure  of  the  public  to  hazardous 
levels  of  laser  radiation,  should  also  apply  to  the  lower 
classes  for  which  variances  are  not  required.  However,  since 
the  amendments  were  published,  the  FDA  has  become  aware  of 
some  instances  of  promotion  of  Class  Ilia  demonstration  laser 
products  for  direct  exposure  of  the  public  by  trade  show 
exhibitors  and  promotional  pictures  depicting  such  practices. 
For  this  reason,  the  FDA  believes  it  is  appropriate  to  retjuire 
manufacturers  to  publish  warnings  that  these  products  are  not 
to  be  used  for  exposure  of  the  public,  in  order  to  assure  that 
this  information  is  available  to  purchasers  and  users. 
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The  FDA  is  preparing  to  publish  a  formal  Notice  of  Intent  in  the 
Federal  Register  and  to  present  its  proposals  to  amend  the  standard 
to  the  Technical  Electronic  Product  Radiation  Safety  Standards 
Committee  (TEPRSSC)  prior  to  the  publication  of  proposed  amendments 
in  the  Federal  Register.  TEPRSSC,  a  statutory  advisory  committee 
to  the  Secretary  of  Health  and  Human  Services,  must  be  consulted 
prior  to  the  establishment  of  standards  under  the  Food,  Drug,  and 
Cosmetic  Act.  An  opportunity  for  public  comment  will  be  provided 
in  conjunction  with  the  presentation  to  TEPRSSC,  in  addition  to  the 
opportunities  provided  with  the  Federal  Register  notice  and 
proposal.  All  comments  received  will  be  considered  to  the  fullest 
possible  extent  in  formulating  the  proposed  amendments. 

REFERESCBS 

1.  lEC  825  (1984):  Radiation  Safety  of  Laser  Products,  Equipment 
Classification,  Requirements  and  User's  Guide.  Available  from  the 
American  National  Standards  Institute,  11  West  4  2nd  Street, 

New  York,  NY   10036. 

2.  lEC  825  (1990):  Amendment  to  Publication  825  (1984). 
Available  as  above. 

3.  lEC  601-2-22  (1991):  Medical  Electrical  Equipment,  Part  II: 
Particular  Requirements  for  the  Safety  of  Diagnostic  and 
Therapeutic  Laser  Equipment.   Available  as  above. 

4.  Z-136.1  -  1986:  American  National  Standard  for  the  Safe  Use  of 
Lasers.  Available  from  the  Laser  Institute  of  America,  12424 
Research  Par)cway,  Suite  130,  Orlando,  FL  32826. 

5.  Z535. 4-1991:  American  National  Standard  for  Product  Safety 
Signs  and  Labels.  Available  from  the  National  Electrical 
Manufacturers  Association,  2101  L  Street,  N.W.,  Washington,  DC 
20037 
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February  24,  1995 


The  Honorable  Christopher  S  Bond 

Chairman 

Comiiuttee  on  Small  Business 

428A  Russell  Senate  Office  Bmldmg 

Washmgton,  DC    20510 

Dear  Chairman  Bond; 

Thank  you  very  much  for  soliciting  my  input  to  the  Senate  Small  Business  Hearings.  As  you 
know,  Criticare  is  involved  in  designing,  manufacturing  and  marketing  medical  products. 
Consequently,  we  fall  under  the  jurisdiction  of  the  PDA.  Before  I  give  specific  examples  of  FDA 
regulations  that  hamper  the  growth  of  entrepreneurial  companies,  I  wotild  like  to  highlight  a  few 
facts  which  you  may  find  interesting  to  use. 

1 .  The  size  of  the  health  care  industry  in  the  U.S.  is  equal  to  the  GNP  of  Italy,  the  world's 
eighth  largest  economy. 

2.  The  health  care  technology  industry,  which  is  a  very  important  segment  of  tiie  overall  health 
care  industry,  is  a  $40  billion  industry.  I  would  like  to  add  it  is  ttie  envy  of  the  wortd. 

3.  Most  medical  innovations  in  the  last  30  years  have  come  frran  the  U.S.  An  overwhelming 
number  of  innovations  were  developed  by  small  emerging  companies. 

4.  The  export  content  of  the  health  care  technology  industry  is  $8  billion.  It  is  one  of  the  very 
few  industries  where  the  U.S.  shines  and  which  has  not  yet  been  handed  over  to  our  Japanese 
or  European  competition  "on  a  silver  platter." 

5.  The  health  care  technology  industry  is  the  fastest  growing  manufacturing  industry  in  the 
coimtry. 

6.  The  health  care  technology  industry  creates  an  average  of  1 3,000  new  jobs  per  year. 
Needless  to  say  these  are  well  paying  positions. 


MAILING  ADDRC*Si  PO.  BOX  26556  •  MILWAUKEE.  Wl  53226 
SHIPPING  ADDRESS:  20925  CROSSROADS  OIRCLF  •  WAUKESHA.  Wl  531 86 
TELCPHONC:  (4 1  a)  798-8282  •TCt.EXi  51 0601  21 99  •  TELEFAXl  (414)  798-8290 
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7.    The  U.S.  supplies  49%  of  the  worlds  need  for  medical  devices    One  would  assume  that  the 
government,  through  its  agency  the  FDA,  would  cheer  on  an  inilustr>'  like  this  one — if  for  no 
other  reason  than  the  fact  that  technology  improves  productivity  and  thereby  reduces  health 
care  costs.  It  also  creates  jobs  and  improves  our  balance  of  trade  through  its  high  export 
content.  However,  instead  of  being  cheered  on  by  the  FDA,  we  see  the  FDA  delay  our 
innovative  efforts  through  lengthy  product  reviews  before  the  product  can  be  marketed. 

For  a  product  that  is  equivalent  to  one  already  on  the  market,  the  law  provides  a  grandfather 
clause  (a  5 10(k)  Notice)  that  according  to  the  law  has  to  be  reviewed  within  90  days    In  1988  the 
average  was  78  days.  Last  year  it  had  increased  to  214  days.  Not  only  has  the  lime  frame  nearly 
tripled,  but  even  worse,  the  manufacturer  is  charged  under  the  law  to  decide  whether  the  change 
in  the  product  is  significant  enough  to  warrant  a  grandfather  request  (510k  Notice)    Recent  FDA 
behavior  makes  it  utterly  imprudent  not  to  file  a  510(k)  Notice,  even  if  the  change  is  insignificant 
and  under  the  original  law  would  not  have  required  a  510(k)  Notice.  I  would  like  to  add  that  a 
5 10(k)  Notice  in  the  late  1970s  consisted  of  a  mere  20  to  25  pages.  It  can  now  easily  be  a 
document  two  inches  high  (about  250  pages). 

For  products  that  cannot  claim  equivalency,  the  law  requires  a  premarket  approval  (PMA). 
While  the  law  provides  for  a  1 80  day  turnaround,  it  has  gone  from  337  days  in  1 988  to  897  days 
now    1  am  attaching  for  your  infonnation  HIMA's  white  paper  which  documents  all  these 
numbers. 

As  a  responsible  manufacturer  who  is  very  conscious  of  the  need  for  quality  products,  I  have  no 
qualms  with  an  oversight  committee  or  government  agency  as  long  as  their  review  process 
contributes  to  patient  safety  or  productivity.  Unfortunately,  none  of  tbeu'  activities  to  the  best  of 
my  knowledge  have  improved  product  safety  in  our  segment  of  the  industr>'    As  a  result  of 
slowing  down  the  review  and  approval  process,  a  recent  poll  showed  dial 

*  45%  of  manufacturers  shifted  their  R&D  efforts  from  breakthrough 
technology  to  incremental  technology; 

*  40%  indicated  that  they  had  reduced  the  number  of  then  US  employees; 

*  29%  indicated  they  had  increased  their  investment  in  non-U.t>. 
operatioDs; 

*  22%  indicated  they  had  moved  jobs  overseas  (gallop  p<.)il^  commissioned 
by  the  American  Electromcs  Association). 
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If  we  are  serious  about  lowering  health  care  costs,  we  should  encourage  technology  to  improve 
productivity  because  this  by  definition  will  lower  costs    Lengthy  reviews  that  do  not  contribute 
to  patient  safety  and  only  delay  productivity  improvements  will  delay  a  reduction  in  health  care 
costs.  In  this  context.  1  would  like  to  highlight  the  fact  that  due  to  technology  improvements  the 
cost  of  a  gallbladder  procedure  has  been  reduced  from  $2 1 ,000  to  $6,400  and  the  cost  of  blood 
gas  monitoring  from  $50  per  day  to  $3  or  $5  per  day.  Medical  technology  permits  early 
diagnosis,  cost  effective  surgeries,  close  monitoring — all  of  which  result  in  speedy  recovery  and 
earlier  discharge  of  patients  from  hospitals. 

As  I  said  earlier,  the  American  medical  technology  industry  is  the  envy  of  the  world  and  is  a 
strong  driving  force  in  creating  jobs  and  improving  health  care.  Let's  make  the  government  a 
partner  supporting  our  efforts  Instead  of  holding  us  back.  We  would  all  benefit  from  this. 

If  you  have  any  questions,  please  feel  free  to  contact  me. 

Sincerely. 


i-hard  J.  Von  dcr  Ruhr 
President 
GvdR/jn 
Attachments  (2) 


Ill 


NEWS  &  ANALYSIS 


aisc^  opponunices  in  those  markets  and 
dcicnninr  how  (o  become  a  qualified  sup 
plicr,  and  matcnals  and  machinery  suppli- 
en  It  vkill  also  help  packagers  who  want  to 
review  convener  capabilibes.  see  what  their 
cvmpeuior^  ate  doing,  and  pinpoint  the  lat- 
esi  industry  trends 

The  publication  will  cover  pertinent  reg- 
ubtorv  Issues,  the  importance  of  ISO  9000 
cnnrKulion.  industry  consolidation  and  ac- 
quiMtion  trends,  and  m-hospiial  packaging 
trend?  A  rewurces  section  will  list  related 
publications,  associations,  shows,  seminars. 
and  other  information  sources. 

Afier  Cktober  1 .  1994.  the  irport  will  cost 
$2875.  but  reservations  for  the  document 
can  be  made  by  sending  a  purchase  order 
loi  SSK'  to  Intcrcon  before  October  1 .  a  bal- 
ancer of  5 )  "Wi  w  ill  be  d\je  upon  irceipt,  for 
a  totsl  prcpublicaiion  price  of  $2350. 
CcRtsa  Imercon  at  503/54S-1447  for  fur- 
ther information 


A  nationwide  survey  of  designers  and 
niaaufactiirers  of  medica]  devices  indicates 
thai  the  FDA  approval  backlog  is  stifling  in- 


novation of  new  lificsaving  products,  slow 
inf  private-sector  investment  in  R&D.  and 
contnbuting  to  the  exodus  of  companies  that 
are  taking  their  business — and  jobs — ofT- 
sborc  The  results  of  the  survey,  commis- 
sioned by  the  American  Electronics  Asso- 
ciauon  t  AEA)  ;^  conducted  by  the  Callup 
Oryaiiiialion.  were  unveiled  at  a  press  con- 
ference last  June 

The  Gallup  survey  examined  58  U.S 
mrdifal  electronics  manufactunng  compa- 
nic"^  who  estimated  that  their  product-s  can 
treat  76  milUon  patients  around  the  world. 
Forty -eight  companies  (83%)  reported  ex- 
cessive delays  by  FDA  for  approval  of  new 
products  —  not  surprising  in  light  of  the 
widely  discussed  FDA  backlog  of  device 
submissions  Peifups  more  significanily.  be- 
cause of  the  FDA  delays.  26  companies 
(45%)  re-ported  that  the  focus  of  their  R&D 
had  shifted  from  breakthrough  technologies 
to  incremental  technology  improvements, 
and  23  companies  (40%)  said  dut  they  had 
rtxiuced  the  number  of  their  U.S.  employees. 
FurtJiennore.  1 7  companies  (29%)  said  they 
had  increased  their  investment  in  non-U.S. 
operauons.  and  1 3  companies  (22%)  said 
they  bad  moved  U.S.  jobs  overseas. 


Bob  DeHavcn.  AEAs  vice  chairman,  said 
that  FDA's  average  processing  time  for 
clearing  medical  devices  is  around  240 days, 
a  time  significantly  longer  than  that  in  Eu- 
rope or  Japan  These  figures  suggest  that 
Ainei  ican  paiicnts  ate  i>ow  being  compelled 
10  wdii  for  the  latest — and  often  more  cost- 
effecti\T-  lochnological  innovations,  while 
thcit  fort-ign  counterparts  receive  earlier, 
often  superior,  treatment. 

AF  A  has  recommended  the  following  re- 
form<  to  TOA  and  Congress  to  ensure  greater 
public  safety,  earlier  pauent  »«ess  to  life- 
saving;  technologies,  and  mot«  high-wage 
jobs  in  thr  electronics  industry: 

•  Guarantee  that  5 10(k)  reviews  will  not  ex- 
ored  Of'  days 

•  Alic»  private-sector  audilon  to  partici- 
pate in  the  approval  process,  as  is  done  in 
Europe 

•  Establish  a  public-private  council  to  im- 
provf  industry-FDA  communications. 

F-oi  a  lopy  of  the  Gallup  survey,  write  to 
AEA.  ii;?  Eye  St.  N.W..  Ste.  950,  Wash- 
ington^ DC  20005.  or  call  202/682-91 10:  fax 

202/6Sr  «ni  ■ 


■  Metal  Sttmpings  Cut  Design  &  Di«  Making 

■  From  Prototype  tc  •I'liiiio'is 

■  Presses  From  5   AOT  Jm% 

■  Any Stampabic  K.?r!i.-' 

■  Deep  Drawing  tt!  <:'  ferth 
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The  Product  Review  Environment 

This  area  continues  to  be  our  single  greatest  cause  for  concern  as  the  crisis  in  the 
prcmarket  review  process  contiimes.   FDA's  own  data  tell  the  story  quite  diamatically. 
During  FY93,  only  30  percent  of  510(k)  applications  were  reviewed  within  90  days,  the  time 
frame  established  by  law.   By  contrast,  in  FY90— just  three  years  earlier— 75  percent  of 
510(k)  reviews  were  completed  within  the  90  day  period.   In  FY88,  the  average  total  time 
elapsed  for  a  510(k)  review  was  78  days.   By  FY94,  that  time  had  grown  to  214  days. 
Review  times  for  pre-market  approvals  (PMAs>— products  that  represent  major  breakthroughs 
in  technology— took  an  average  of  337  days  in  FY88.   Five  years  later  that  time  had 
ballooned  to  897  days.   For  PMAs,  the  time  frame  established  by  law  is  180  days. 

This  crisis  has  many  causes.  Premaiket  review  procedures  are  not  well  organized  nor 
are  policies  administered  consistently.   Manufacturers  no  longer  understand  what  information 
is  needed  to  demonstrate  substantial  equivalence  or  safety  aixl  effectiveness.   That  is  because 
FDA  keeps  changing  the  rules,  or  worse,  docs  not  properly  communicate  what  tbs  rules  are. 
Compounding  these  problems  is  the  fact  that  FDA's  Center  for  Devices  and  Radiological 
Health  (CDRH)  faces  multiple  demands  and  inadequate  resources  that  hinder  its  ability  to  do 
its  Job  re^nsibly.  At  the  same  time,  the  agency  keeps  expanding  its  regulatory 
mandate— their  recent  efforts  to  intiiide,  inappropriately,  mto  the  practice  of  mwlicine  is  but 
the  most  recent,  and  glaring,  example.  Not  only  that,  but,  in  many  cases,  FDA  is  increasing 
the  intensity  of  existing  regulations.   The  movement  towards  applying  to  device  reviews, 
elements  of  the  drug  review  nKxiel  such  as  expensive  clinical  trials,  is  a  classic  example  of 
this  regulatory  creep. 

While  FDA  has  recently  signalled  its  desire  to  improve  the  product  review  process 
and  make  it  more  timely,  predictable,  aixl  appropriate,  much  work  needs  to  be  done.  For 
example,  the  review  process  itself  should  be  reformed  and  streamlined,  aiKl  communication 
with  industry  must  begin  early  and  often  as  FDA  develops  and  refmes  policies.  Described 
below  are  just  some  of  the  key  areas  in  which  HIMA  is  investing  its  resources  to  improve 
the  climate  for  product  review. 

Guidance 

HIMA  has  long  requested  that  FDA  issue  additional  guidance  for  product  submissions 
in  order  to  remove  some  of  the  uiKertainty  that  clouds  Uie  product  review  process. 
Manufacturers  need  to  know  what  the  rules  are— what  to  file  and  when  to  file  it.   HIMA  has 
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determined,  however,  that  FDA's  draft  guidance,  "When  to  Submit  a  510(k)  for  Change  to 
an  Existing  Device,'  would  substantially  increase  the  number  of  510(k)  submissions  because 
it  undermines  the  concept  of  what  constitutes  a  significant  change,  which  is  the  legal 
threshold  for  filing  a  510(k).   As  drafted,  this  guidance  document  would  require 
manufacturers  to  file  510{k)s  for  changes  to  existing  products  that  arc,  in  many  cases,  not 
significant. 

HIMA  has  submitted  extensive  foimal  comments  on  that  guidance.   In  addition, 
HIMA  has  collected  industry  dau  from  device  and  IVD  manufacturers  illustrating  the 
dramatic  increase  in  the  number  of  510(k)s  that  would  result  if  the  guidance  were  adopted  as 
drafted.   Bruce  Burlington,  M.D.,  director  of  the  Center  for  Devices  and  Radiological 
Health,  has.  in  the  past,  stated  that  the  guidance  should  not  increase  the  number  of  510{k)s. 
To  help  ensure  that.  HIMA  requested,  aiKl  FDA  agreed  to  establish,  an  industry  working 
group.   That  group  has  met  with  FDA  for  some  time  now,  and  is  suggesting  revisions  in  the 
guidance  that  would  serve  to  limit  the  number  of  submissions  required. 

Various  HIMA  task  forces  and  working  groups  are  currently  in  the  process  of 
reviewing  and  commenting  on  several  other  guidaiKe  documents  that  cover:   hemodialjrsis, 
clinical  trials,  vascular  grafts,  re^iratory  and  interventional  cardiology  devices,  sharps, 
contact  lenses,  and  lasers.   In  many  instances,  HIMA  has  succeeded  in  persuading  the  agency 
to  make  significant  revisions  to  draft  gtiidaiKes  feat  are  clearly  flawed.   For  example, 
HIMA's  Heart  Valve  Task  Force  convinced  FDA  to  remove  from  the  draft  guidance  a 
requirement  mandating  randcnnized  clinical  trials.  That  could  have  set  a  dangerous  precedent 
for  implants  and  other  devices. 

In  additi(Mi,  the  Hemodialysis  Task  Force  succeeded  in  substantially  revising  an  FDA 
guidance  regarding  the  reuse  of  dialyzers.   FDA  now  says  that  the  draft  guidance  document 
will  be  simplified  and  provide  clearer  information  on  the  type  of  documentation  that  will  be 
required  to  support  reuse  labeling  for  both  "new"  and  currently  marketed  dialyzers.   In 
addition,  FDA  agreed  to  work  with  industry  to  develop  a  labeling  template  for  hemodialyzers 
intended  for  reuse,  and  reiterated  its  intention  to  allow  manufacturers  to  label  hemodialyzers 
for  singie  use.   Further,  manufacturers  will  not  be  required  to  submit  data  that  proves  that 
hemodialyzers  labeled  for  single  use  caimot  be  reused.   If  the  hemodialyzer  draft  guidance 
had  been  allowed  to  staixi  as  drafted,  it  could  have  set  a  dangerous  precedent  for  other 
sii]gle-use  products,  such  as  cardiovascular  catheters  and  guidewires,  respiratory  therapy  and 
anesthesia  breathing  circuits,  biopsy  needles,  aixl  cautery  devices.   Staff  Contact:  Dee  Simons 

Class  I  Exemption  and  Reclassification 

This  summer,  FDA  published  a  proposed  rule  exempting  164  generic  types  of  Class  I 
devices  from  premarket  notification.   This  agency  acricn  v.'ss  a  direct  result  of  HIMA  efforts 
to  expedite  the  produa  approval  process  and  was  an  impcitam  element  in  the  Association's 
negotiations  on  user  fees.   Approximately  1400  products  will  no  longer  need  to  undergo 
FDA  review. 
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Compliance  and  Enforcement 


Compliance  and  Enforcement  Acticm  Plan 

HIMA  is  concerned  that  the  harsh  manner  in  which  FDA  is  carrying  out  its 
enforcement  authority  contributes  to  a  regulatory  climate  that  is  unnecessarily  hostile  and 
counterproductive  to  the  innovation  process.  While  HIMA  recognizes  the  legitimate  role  for 
FDA  to  enforce  rules  and  regulations  regarding  safety  and  effectiveness,  the  Association 
believes  that  the  agency  needs  to  do  a  better  job  in  establishiiig  an  enforcement  program  with 
rules  that  are  reasonable,  clear,  and  consistent,  and  penalties  that  are  commensurate  with  the 
alleged  violation. 

HIMA  has,  therefore,  devised  a  program  on  con:^>liance  and  enforcement  to  monitor 
the  enforcement  environment,  educate  HIMA  members  on  new  developments,  and  take  a 
proactive  stance  on  key  issues.  The  ultimate  goal  of  this  program  is  an  iiiq>roved 
regulatory/enforcement  environment  in  whidi  ctnnpanies  can  spend  more  of  their  resources 
iimovating,  and  fewer  resources  wonyiitg  about  or  warding  off  unwarranted  enforcement 
actions.   The  HIMA  action  plan  is  designed  to  achieve  five  specific  objectives: 

1.  Ensure  that  regulatory  requirements  are  reasonable  and  achieve  a  clear  public 
purpose. 

2.  Encourage  openness  and  due  process  m  the  development  of  FDA  enforcement 
policies,  and  see  to  it  that  all  FDA  policies  are  in  full  compliance  with  the 
law. 

3.  Improve  the  clarity  of  FDA  enforcement  policies. 

4.  Instill  greater  predictability  and  consistency  in  all  FDA  enforcement  policies. 

5.  Stress  the  need  for  reason  and  good  judgment  during  a  time  of  transition. 

HIMA's  enforcement  plan  may  already  be  having  a  desired  effect  at  FDA.  In  an 
unusually  quick  response,  FDA  called  HIMA  to  schedule  a  meeting  soon  after  FDA 
Commissioner  David  Kessler  and  CDRH  Director  Bruce  Burlington  received  copies  of  the 
plan.   HIMA  and  high-level  agency  officials  have  met  to  discuss,  among  other 
improvements,  ways  to  coordinate  field  action  with  FDA  headquarters  and  ensure  more 
consistent  application  of  FDA  enforcement  bom  region  to  region. 
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FDA  Intnistion  Into  the  Practice  of  Medicine 

HIMA  has  been  increasingly  concerned  with  certain  FDA  actions  that  move  the 
agency  dangerously  close  to  regulating  the  practice  of  medicine.   One  such  action  concerns 
oew  510(k)  submission  requirements  that  call  for  far  more  procedure-specific  detail  than 
FDA  has  previously  required.   FDA  appears  to  be  moving  away  from  allowing  products  to 
be  marketed  based  on  their  general  intended  uses,  especially  for  surgical  instruments,  even 
though  predicate  products  already  on  the  market  may  encompass  such  general  uses.   As  a 
result,  a  manufacmrer  could  be  required  to  list  each  and  every  specific  application  of  a 
device,  {i.e  .  each  and  every  medical  procedure  in  which  the  device  is  to  be  used),  and  to 
include  relevant  clinical  data,  before  the  manufacturer  could  market,  promote,  advertise,  or 
train  physicians  in  the  proper  use  of  the  device  for  such  procedure. 

FDA  has  issued  several  draft  guidance  docunwnts  that  raise  this  issue.  A  draft  laser 
guidance  document,  for  example,  requires  manufacturers  to  list  and  obtain  clearance  for  all 
specific  applications— supported  by  clinical  data  where  FDA  so  indicates— t)efore  the 
manufacturer  can  train  physicians  in  the  proper  use  of  the  device.   Under  this  policy,  even  if 
a  specific  application  is  covered  by  a  general  use  clearance,  training  by  a  manufacturer  on 
that  specific  application— a  critical  source  of  information  for  practicing  physicians— would  be 
forbidden.   For  instance,  a  manufacturer  with  a  laser  cleared  for  general  dermatological  use 
could  be  required  to  seek  FDA  clearance  under  a  510(k)  in  order  to  train  physicians  in  the 
removal  of  a  precancerous  lesion  or,  for  that  matter,  any  one  of  the  hundreds  of  skin 
cotxlitions  for  which  a  laser  is  used,  even  if  that  use  is  considered  state-of-the-art  medical 
practice. 

A  draft  guidance  document  on  arthroscopy  is  anodier  example  of  FDA's  questionable 
activity  in  the  practice  of  medicine.  In  this  document,  FDA  specifically  prohibits  any  510(k) 
submissions  that  requests  a  general  use  clearance,  e.g.,  "for  general  orthopedic  use,"  despite 
the  existence  of  predicate  devices  that  are  already  marketed  legally  for  just  such  general  uses. 
Instead,  the  agency  is  requiring  ix)t  only  an  identification  of  each  specific  joint  in  which  the 
device  is  to  be  used,  but  also  the  specific  "diagnostic  indication"  for  the  use  ot  the  device. 

One  of  HIMA's  major  concerns  is  that  FDA  can  never  keep  pace  with  advaiKes  in  the 
practice  of  medicine.   Putting  aside  whether  they  even  have  the  authority,  FD.'^  simply  does 
not  have  the  resources  to  assess,  in  a  timely  manner,  each  procedure  in  which  a  medical 
device  is  used.    To  require  clearance  by  FDA  for  each  and  every  procedure  that  falls  within 
a  genera)  purpose  clearance  before  information  can  be  disseminated  about  the  u>;e  of  the 
device  in  the  procedure  will,  in  the  words  of  one  of  the  expert  surgeons  who  spoke  at  a 
recent  FDA  panel  meeting,  "dictate  medical  practice  by  an  onerous  approval  p:\x;css.'' 
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The  practical  implication  is  that  companies  will  be  required  to  produce  costly  clinical  testing 
data  for  medical  procedures.  That  in  turn  will  further  dampen  the  climate  for  innovation  in 
the  medical  device  industry  and  the  medical  community. 

A  third  guidance  document  of  concern  to  HIM  A  is  on  510(k)  requirements  for  short- 
term  and  long-term  catheters.   The  labeling  section  of  this  draft  imposes  new,  far  more 
restrictive  requirements  on  the  manufacturer.   Consider  this:   In  many  instances,  physicians 
cut  a  catheter  tip  to  get  a  desired  length  dq)ending  on  such  factors  as  the  integrity  of  the 
vein,  the  anatomical  characteristics  of  the  patient,  or  the  distance  to  be  traversed  in  the 
body— factors  that  can  often  only  be  discerned  when  the  patient  is  on  the  operating  table. 
Yet  FDA  is  requiring  that  manul^ctuiers  provide  a  "quality  assurance  mechanism"  that  could 
include  "additional  test  data"  when  a  physician  modifies  a  catheter  in  this  manner. 

HIMA  has  established  a  Practice  of  Medicine  Woiidng  Group  comprising  member 
companies  to  address  this  and  other  related  issues.   The  Working  Group  reports  to  HIMA's 
Product  Ai^roval  Task  Force  and  will  assess  FDA's  activities,  determine  die  legal  and 
policy  options  for  action,  forge  alliances  with  other  interested  organizations,  and  generally 
ensure  ttiat  the  practice  of  medicine  is  not  conq>roinised  by  FDA's  actions. 
Staff  Omtaa:  Susan  Zagame 
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